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Background 

The  Office  of  the  Comptroller  of  the  Currency  (OCC)  was 
established  in  1 863  as  a  bureau  of  the  Department  of  the 
Treasury.  The  OCC  is  headed  by  the  Comptroller  who  is 
appointed  by  the  President,  with  the  advice  and  consent 
of  the  Senate,  for  a  5-year  term. 

The  OCC  regulates  national  banks  by  its  power  to: 

•  Approve  or  deny  applications  for  new  charters, 
branches,  capital  or  other  changes  in  corporate  or 
banking  structure; 

•  Examine  the  banks; 

•  Take  supervisory  actions  against  banks  which  do  not 
conform  to  laws  and  regulations  or  which  otherwise 
engage  in  unsound  banking  practices,  including 
removal  of  officers,  negotiation  of  agreements  to 
change  existing  banking  practices  and  issuance  of 
cease  and  desist  orders;  and 

•  Issue  rules  and  regulations  concerning  banking 
practices  and  governing  bank  lending  and  invest¬ 
ment  practices  and  corporate  structure. 

The  OCC  divides  the  United  States  into  six  geographical 
districts,  with  each  headed  by  a  Deputy  Comptroller. 

The  Office  is  funded  through  assessments  on  the  assets 
of  national  banks. 


The  Comptroller 

Robert  Logan  Clarke  became  the  26th  Comptroller  of  the 
Currency  on  December  10,  1985. 

By  statute,  the  Comptroller  serves  a  concurrent  term  as  a 
Director  of  the  Federal  Deposit  Insurance  Corporation 
and  of  the  Resolution  Trust  Corporation,  and  as  a  mem¬ 
ber  of  the  Federal  Financial  Institutions  Examination 
Council. 

An  attorney,  Mr.  Clarke  was  formerly  with  the  law  firm  of 
Bracewell  &  Patterson  in  Houston,  Texas.  He  joined  the 
firm  in  1968  and  founded  its  Banking  Section  in  1972. 

Mr.  Clarke  received  a  B.A.  degree  from  Rice  University  in 
1963  and  an  LL.B.  degree  from  Harvard  University  Law 
School  in  1966.  He  served  as  a  Captain  in  the  United 
States  Army  from  1966  to  1968. 
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Operations  of  National  Banks 


Introduction 

On  balance,  the  first  half  of  1989  was  a  good  one  for 
national  banks.  They  reported  record  earnings  of  more 
than  $8  billion,  added  in  excess  of  $1 1  billion  to  equity 
capital,  and  reduced  nonperforming  assets  by  over  $1 
billion;  however,  some  striking  counterparts  to  this 
picture  persisted.  More  than  554  national  banks  lost 
money  in  the  first  6  months  of  the  year  —  306  in  the 
OCC’s  Southwestern  District.  An  additional  50  national 
banks  failed,  including  20  that  were  part  of  a  single 
multibank  holding  company  chain.  Nonperforming  real 
estate  remained  a  drain  on  bank  performance  in  the 
Southwest  and,  nationwide,  nonperforming  real  estate 
continued  to  grow,  even  as  total  nonperforming  assets 
declined. 

Earnings  Increase  Influenced  by  Special  Factors 

National  banks  earned  $8.34  billion  in  the  first  6  months 
of  this  year  —  $4.32  billion  the  first  quarter  and  $4.02 
billion  in  the  second  quarter. 


The  1988  results  included  losses  of  $1.59  billion  at  a 
large  Texas  bank  that  subsequently  failed 

From  a  regional  perspective,  the  most  dramatic  turn¬ 
around  in  first-half  earnings  occurred  in  the  South¬ 
western  District.  Reported  profits  also  increased  in  the 
other  five  OCC  districts;  however,  outside  the  South¬ 
western  and  Western  districts,  the  increases  were 
modest. 


LOSSES  SUBSIDED  IN  THE  SOUTHWEST 


Aggregate  Net  Income  by  District 
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FIRST-HALF  EARNINGS  SURGED 
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Source  Call  Reports 


Those  earnings  were  more  than  $3.33  billion  above  the 
previous  peak  for  the  first  half  of  a  year  in  1985.  Com¬ 
pared  to  the  first  half  of  last  year,  when  national  banks 
reported  earnings  of  $4.67  billion,  profits  were  up  by 
$3.67  billion,  or  79  percent. 

About  two-thirds  of  the  first-half  increase,  $2.36  billion, 
was  registered  by  the  31  largest  national  banks,  those 
with  assets  above  $10  billion.  Much  of  that  improve¬ 
ment  was  illusory,  however,  stemming  from  changes  in 
the  composition  of  banks  in  the  large  bank  category. 


Aggregate  losses  in  the  Southwest  were  trimmed  from 
$2.78  billion  in  the  first  6  months  of  1 988  to  $0. 1 4  billion 
in  the  first  half  of  this  year.  As  in  the  case  of  the  large 
banks,  however,  the  comparability  of  the  data  is  im¬ 
paired  by  changes  in  the  sample  of  banks  —  102 
national  banks  failed  in  the  Southwestern  District  be¬ 
tween  July  1,  1988,  and  June  30,  1989. 

Median  ROA  Exceeded  1  Percent 

The  rapid  pace  of  bank  failures  and  the  failure  of  some 
relatively  large  institutions  complicated  aggregate 
earnings  comparisons.  To  avoid  those  complications, 
we  monitored  changes  in  median  return  on  assets 
(ROA),  a  measure  that  is  not  substantially  affected  by 
failures,  even  failures  of  large  institutions.  Median  na¬ 
tional  bank  ROA  in  the  first  6  months  of  1989  was  1  04 
percent,  its  highest  level  in  the  last  4  years  and  1 3  basis 
points  higher  than  in  the  first  half  of  1988. 

As  with  the  aggregate  earnings  data,  the  largest  in¬ 
creases  in  median  ROA  occurred  in  the  Southwestern 
and  Western  districts,  22  and  31  basis  points  respect¬ 
ively.  This  suggests  that  improved  profitability  in  those 
districts  was  widespread,  and  improvements  in  the 
Southwestern  District  were  not  due  solely  to  the  failure 
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ROA  REBOUND  CONTINUED 


NATIONAL  BANKS  ENJOYED 
RICHER  NET  INTEREST  MARGINS 


Median  ROA 

P«fC*nl 


Median  Net  Interest  Margins 

Percent 


of  a  few  large  banks.  National  banks  in  those  districts 
generally  remained  less  profitable  than  national  banks 
in  other  districts,  but,  as  shown  below,  regional  dis¬ 
parities  in  profitability,  which  have  been  so  striking  in 
recent  years,  decreased  modestly  in  the  first  half  of 
1989. 

Profits  Were  Boosted  by  Higher  Interest  Income  and 
Lower  Loss  Provisions 

Through  June,  national  bank  earnings  were  boosted  by 
higher  net  interest  income  and  lower  loan  loss  pro¬ 
visions.  Net  interest  income  jumped  by  $2.97  billion 
compared  to  the  first  6  months  of  1 988,  with  most  of  the 
increase  —  $2.29  billion  —  occurring  in  banks  with 
more  than  $1  billion  in  assets  Aggregate  loss  pro¬ 
visions  declined  by  $1 .40  billion  in  spite  of  increasing  in 
four  of  six  OCC  districts. 


DESPITE  IMPROVEMENT,  ROA  REMAINED 
LOWEST  IN  SOUTHWEST  AND  WEST 


Median  ROA.  by  District 


Northeast  Southeast  Central  Midwest  Southwest  West 


Source  Cali  Report* 


The  increase  in  interest  margins  was  widespread.  The 
median  net  interest  margin  jumped  23  basis  points 
from  a  year  earlier,  the  sharpest  increase  in  the  last  5 
years 


This  reflected  a  more  rapid  rise  in  interest  income  than 
interest  expense  as  a  result  of  rising  interest  rates  in  the 
first  half  of  this  year. 

The  decline  in  loss  provisions  was  concentrated  in  the 
Southwest  and  was  due  to  the  failure,  in  the  last  year,  of 
national  banks  that  had  been  taking  large  loss  pro¬ 
visions  in  light  of  deteriorating  loan  portfolios.  Outside 
of  the  Southwest,  the  declines  in  loss  provisions  in 
individual  banks  were  generally  quite  modest.  The 
median  ratio  of  loan  loss  provision  to  assets,  for  exam¬ 
ple,  declined  just  two  basis  points  compared  to  the  first 
half  of  1 988.  Nevertheless,  through  the  second  quarter, 
the  median  ratio  of  loan  loss  provisions  to  assets  was  at 
its  lowest  level  in  5  years. 

Modest  Improvements  in  Credit  Quality  Occurred 

The  trend  to  sounder  credit  quality  —  evident  in  falling 
loan  losses  and  nonperforming  loans  —  continued  in 
the  first  half  of  1 989.  Aggregate  loan  losses  declined  by 
$897  million  compared  to  the  first  half  of  1988,  and  the 
median  ratio  of  net  loan  losses  to  loans  fell  by  1  basis 
point.  Nonperforming  assets  dropped  by  $1 .50  billion, 
and  the  median  ratio  of  nonperforming  assets  to  assets 
reached  its  lowest  second  quarter  level  since  1985. 

NONPERFORMING  ASSETS  FELL 
TO  A  FIVE-YEAR  LOW 


Median  Nonperforming  Asset  Ratios 

Percent 
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Among  the  six  districts,  changes  in  asset  quality  re¬ 
flected  changing  fortunes.  Aggregate  nonperforming 
assets  dropped  in  the  Midwestern,  Southwestern,  and 
Western  districts,  the  three  districts  that  were  hardest 
high  by  sectorial  economic  weaknesses  earlier  in  this 
decade.  By  contrast,  the  Northeastern,  Southeastern, 
and  Central  districts  experienced  a  rise  in  non¬ 
performing  assets.  Nevertheless,  as  shown  below,  the 
median  ratio  of  nonperforming  assets  to  assets  re¬ 
mained  lower  in  the  latter  three  districts  than  in  the 
former  three  districts. 


exceeded  the  overall  rise  in  aggregate  nonperforming 
assets. 

Equity  Capital  Continued  to  Rise 

The  rise  in  banking  system  equity  capital  ratios  that  was 
evident  in  1988  continued  during  the  first  half  of  1989 
Median  equity  capital  ratios  increased  for  national 
banks  in  all  size  categories 

NATIONAL  BANKS  BOOSTED  EQUITY  CAPITAL 


NONPERFORMING  ASSETS  REMAINED 
GREATEST  IN  THE  SOUTHWEST 
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Median  Nonperforming  Asset  Ratios,  by  District 


Source  Call  Reports 


Nonperforming  real  estate,  however,  continued  to  in¬ 
crease,  up  $865  million,  compared  to  the  same  period 
last  year.  More  significantly,  nonperforming  real  estate 
was  more  than  twice  its  level  of  just  4  years  ago. 


NONPERFORMING  REAL  ESTATE 
GROWTH  CONTINUED 


Aggregate  Nonperforming  Real  Estate 

SBillions 
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In  fact,  the  rise  in  nonperforming  assets  in  the  North¬ 
eastern  and  Southeastern  districts  stemmed  prin¬ 
cipally  from  a  deterioration  in  their  real  estate  credits.  In 
those  two  districts,  the  rise  in  nonperforming  real  estate 


Median  Equity  Capital  Ratios,  by  Size 

Percent 


Source  Call  Reports 


The  largest  national  banks,  however,  realized  the  big¬ 
gest  increase  in  their  equity  capital  ratios  during  the 
first  half  of  this  year.  This  continued  a  trend  to  higher 
equity  capital  in  those  banks,  which  began  after  they 
set  aside  large  provisions  for  LDC  debt  in  1987. 

Conclusion 

National  banks  reported  record  earnings  —  $8.34  bil¬ 
lion  —  through  the  first  half  of  this  year.  Earnings  were 
boosted  by  higher  net  interest  income  and  lower  pro¬ 
visions  for  loan  losses.  Compared  to  1988,  however, 
the  improvement  also  reflected  a  change  in  the  popula¬ 
tion  of  national  banks  —  102  national  banks  failed 
between  July  1,  1988,  and  June  30,  1989 

Those  bank  failures  complicate  year-to-date  com¬ 
parisons  of  aggregate  earnings  and  crdit  quality  Me¬ 
dian  ratios,  however,  reveal  a  clear  improvement  in 
performance.  Those  ratios  indicate  higher  net  interest 
margins,  which  boosted  ROA.  They  also  indicate  a 
slight  reduction  in  nonperforming  asset  ratios  and  an 
improvement  in  equity  capital  ratios 

The  principal  exception  to  a  generally  sanguine  picture 
was  an  increase  in  nonperforming  real  estate,  espe¬ 
cially  in  the  Northeastern  and  Southeastern  districts 
Although  the  problems  in  those  districts  are  not  as 
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severe  as  the  problems  experienced  in  the  Southwest, 
the  deterioration  in  national  bank  real  estate  portfolios 


remains  a  significant  supervisory  concern. 
Industry  &  Financial  Analysis 


Summary  statistics  for  national  banks 

(Data  through  second  quarter  1989) 


6/30/85 

6/30/86 

6/30/87 

6/30,88 

6/30/89 

6/30/89 

Over  $10B~ 

$1B-$10B 

$0-$lB 

New  Banks ' 

Banking  Aggregates 

Number  of  Banks 

4,932 

4,890 

4.719 

4,456 

4,262 

31 

188 

3.846 

197 

Total  Assets  ($  Billion) 

1,526 

1,647 

1.711 

1.797 

1.894 

867 

629 

388 

9 

Net  Income  ($  Million) 

5,005 

4,420 

-A  906 

4,671 

8.342 

4.135 

2,584 

1,594 

28 

Standbys  &  Commitments  ($  Billion) 

449 

484 

502 

535 

564 

388 

146 

29 

1 

Percent  of  Banks  with  Losses 

16  04 

20  53 

20  96 

16  23 

13  00 

0 

532 

11  52 

51  27 

Number  of  Failed  National  Banks 

13 

24 

37 

25 

50 

0 

2 

47 

1 

Performance  Measures  (Medians) 

Profitability  (%) 

Return  on  Equity 

12  56 

11  41 

10  22 

11.11 

12  66 

19  90 

16  39 

12  70 

-0  37 

Return  on  Assets  ....... 

1  01 

092 

0  84 

0  91 

1.04 

0  96 

1  07 

1  06 

-0  02 

Yield  on  Assets 

10  50 

9  68 

8  63 

8  73 

9  61 

9  68 

9  75 

9  61 

9  79 

Cost  of  Funding  Assets 

6  30 

5  57 

4  70 

4  84 

5  47 

627 

5  89 

5  45 

4  94 

Net  Interest  Income  to  Assets 

4  20 

4  12 

3  93 

3  92 

4  15 

3.15 

3  95 

4  16 

4  47 

Loss  Provision  to  Assets 

0  32 

0  39 

0  32 

0  25 

023 

0  39 

041 

0  22 

0  38 

Noninterest  Income  to  Assets 

0  68 

0  69 

0  69 

0  69 

0  71 

1  37 

1  33 

0  69 

052 

Noninterest  Expense  to  Assets 

3  34 

3  39 

3  29 

331 

3  33 

3  04 

3  46 

327 

5  29 

Net  Operating  Income  to  Assets 

0  95 

0  79 

0  74 

0  86 

1  02 

0  92 

1  06 

1  04 

-0  04 

Asset  Quality  (%) 

Nonperforming  Assets  to  Assets3  . 

1.18 

1.37 

1  40 

1  22 

1  17 

222 

111 

1.23 

0  00 

Loss  Reserve  to  Loans 

1  11 

1.27 

1  41 

1  46 

1  46 

1  98 

1.36 

1  49 

1  00 

Net  Loss  to  Loans  . 

0  27 

0  41 

036 

0  26 

0  25 

0  80 

0  53 

0  24 

0  00 

Funding  &  Liquidity  (%) 

Net  Loans  &  Leases  to  Assets 

54  94 

53  82 

53  69 

54  49 

55  04 

63  39 

65  00 

54  36 

52  18 

Wholesale  Funds  to  Deposits 

10  57 

1067 

10  04 

10  89 

11  19 

34  17 

16  39 

10  71 

18  89 

Capital  (%) 

Total  Capital  to  Assets 

8  80 

8  72 

8  74 

8  75 

8  86 

7  13 

7  54 

8  87 

14  99 

Primary  Capital  to  Assets 

8  65 

8  59 

8  61 

8  62 

8  74 

6  99 

7  29 

8  76 

14  68 

Equity  Capital  to  Assets 

8  01 

7  86 

7  78 

7  81 

7  93 

5  46 

634 

7  96 

13  89 

Growth  Rates  (%) 

Assets  . 

7  45 

7  29 

4  55 

4  94 

5.10 

6  07 

7  71 

4  67 

33  41 

Equity  Capital . 

7  95 

6  77 

5  45 

5  74 

6  64 

12  53 

9  02 

661 

2  94 

Net  Loans  &  Leases 

9  86 

5  73 

4  97 

7  11 

7  44 

5  49 

8  59 

7  14 

45  10 

’New  banks  are  banks  that  have  been  in  operation  less  than  3  years 
2NCNB  Texas  and  Deposit  Insurance  Bank  are  included  in  the  Over  SI  OB  statistics 
3Nonperforming  assets  are  loans  past-due  90  days  or  more,  loans  in  nonaccrual  status,  and  OREO 
Industry  &  Financial  Analysis 
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Summary  statistics  for  national  banks  by  district 

(Data  through  second  quarter  1989) 


Northeastern 

Southeastern 

Central 

Midwestern 

Southwestern 

Western 

Banking  Aggregates 

Number  of  Banks 

485 

539 

863 

687 

1.115 

573 

4  262 

Total  Assets  ($  Billion) 

673 

283 

312 

114 

181 

331 

1,894 

Net  Income  ($  Million) 

2,920 

1,331 

1  728 

635 

-136 

1,864 

8,342 

Standbys  &  Commitments  ($  Billion) 

233 

57 

90 

20 

31 

132 

564 

Percent  of  Banks  with  Losses 

7  42 

10  76 

3  01 

3  78 

27  44 

17  80 

13  00 

Number  of  Failed  National  Banks 

1 

1 

0 

1 

46 

1 

50 

Performance  Measures  (Medians) 

Profitability  (%) 

Return  on  Equity 

14  25 

12  63 

13  96 

13  42 

9  48 

11  99 

12  66 

Return  on  Assets 

1  13 

1  09 

1  18 

1  13 

0  69 

0  98 

1  04 

Yield  on  Assets  . 

9  87 

9  85 

953 

9  48 

9  47 

9  88 

961 

Cost  of  Funding  Assets 

5  57 

5  64 

551 

5  47 

5  54 

4  93 

547 

Net  Interest  Income  to  Assets 

4  36 

4  23 

4  04 

4  00 

3  98 

4  91 

4  15 

Loss  Provision  to  Assets 

0  20 

0  24 

0.17 

0  14 

0  46 

033 

0  23 

Noninterest  Income  to  Assets 

0  54 

0  72 

057 

0  62 

0  85 

1  05 

0  71 

Noninterest  Expense  to  Assets 

3  17 

3  43 

2.91 

2  96 

3  57 

4  54 

3  33 

Net  Operating  Income  to  Assets 

1  11 

1  07 

1.17 

1  12 

0  63 

0  94 

1  02 

Asset  Quality  (%) 

Nonperforming  Assets  to  Assets’  , 

0  86 

0  67 

081 

0  97 

2  87 

1  70 

1  17 

Loss  Reserve  to  Loans 

1  03 

1  15 

1.26 

1  72 

2  15 

1.73 

1  46 

Net  Loss  to  Loans  . 

0  12 

020 

0  16 

0  09 

0  82 

0  43 

025 

Funding  &  Liquidity  (%) 

Net  Loans  &  Leases  to  Assets 

65  87 

57  88 

57  19 

50  84 

49  51 

56  56 

55  04 

Wholesale  Funds  to  Deposits 

9  44 

13  49 

8  39 

7.51 

17  69 

11  86 

1119 

Capital  (%) 

Total  Capital  to  Assets  . 

8  78 

9  12 

8  74 

9  40 

8  42 

8  83 

8  86 

Primary  Capital  to  Assets 

8  60 

9.07 

8  65 

9  26 

8  28 

8  68 

8  74 

Equity  Capital  to  Assets 

7  93 

8  39 

7  95 

8  39 

7  28 

7  63 

7  93 

Growth  Rates  (%) 

Assets . 

6  60 

8  19 

541 

3  45 

2  22 

6  44 

5  10 

Equity  Capital  . 

10  69 

8  30 

6  90 

6  54 

2  53 

7  51 

6  64 

Net  Loans  &  Leases 

12  39 

10  51 

8  53 

8  14 

0  31 

5.71 

7  44 

’Nonperforming  assets  are  loans  past-due  90  days  or  more,  loans  in  nonaccrual  status,  and  OREO 
Industry  &  Financial  Analysis 
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Summary  statistics  for  insured  commercial  banks 

(Data  through  second  quarter  1989) 


6/30/85 

6/30/86 

6/30/87 

6/30/88 

6/30/89 

6/30/89 

Over  $10B 2 

$1B-$10B 

$0-$lB 

New  Banks ' 

Banking  Aggregates 

Number  ot  Banks 

14.329 

13,817 

13.758 

13,212 

12,747 

39 

320 

11,758 

630 

Total  Assets  ($  Billion) 

2,553 

2  698 

2.873 

2,996 

3,142 

1,191 

1,003 

921 

27 

Net  Income  ($  Million) 

9.375 

8,922 

-5,504 

10,190 

14,025 

5,453 

4,183 

4,320 

68 

Standbys  &  Commitments  ($  Billion) 

671 

703 

751 

797 

833 

533 

234 

64 

2 

Percent  of  Banks  with  Losses 

13  08 

15  60 

16  45 

13  22 

9  57 

000 

5  94 

799 

41  59 

Number  of  Failed  Commercial  Banks 

51 

63 

95 

86 

95 

0 

2 

91 

2 

Performance  Measures  (Medians) 

Profitability  (%) 

Return  on  Equity . 

13  45 

12  38 

11  03 

11  39 

12  59 

19  64 

16.21 

12  73 

1  87 

Return  on  Assets 

1  11 

1  04 

0  93 

0  97 

1  09 

0  93 

1  05 

1  11 

030 

Yield  on  Assets 

10  67 

9  79 

8  73 

880 

961 

9  34 

9  77 

9  60 

10  19 

Cost  of  Funding  Assets 

6  42 

5  65 

4  75 

4  85 

5  47 

6  49 

593 

546 

5  43 

Net  Interest  Income  to  Assets 

4  27 

4  15 

3  99 

3  96 

4  16 

2  92 

395 

4,16 

4  46 

Loss  Provision  to  Assets 

0  28 

0  34 

0  29 

022 

0.21 

036 

036 

0.19 

038 

Noninterest  Income  to  Assets 

0  63 

0  63 

0  64 

064 

0  66 

1  79 

1  24 

065 

045 

Noninterest  Expense  to  Assets 

3  19 

3  22 

3  18 

3  18 

3  20 

3  01 

3  45 

3.15 

4  54 

Net  Operating  Income  to  Assets 

1  05 

0  90 

0  84 

0  92 

1  07 

092 

1.03 

1  09 

0  26 

Asset  Quality  (%) 

Nonperforming  Assets  to  Assets3 

1  29 

1  46 

1  39 

1  17 

1  07 

2  29 

1.05 

1  11 

0  05 

Loss  Reserve  to  Loans 

1  05 

1  21 

1  33 

1  37 

1  38 

2  69 

1.31 

1  41 

0  98 

Net  Loss  to  Loans 

0  25 

0  36 

030 

0  20 

0  18 

0  81 

045 

0  18 

0  00 

Funding  &  Liquidity  (%) 

Net  Loans  &  Leases  to  Assets 

54  32 

52  68 

52  64 

53.55 

54  53 

63  15 

65  46 

54  07 

55  43 

Wholesale  Funds  to  Deposits 

9  24 

9  02 

8  69 

9  57 

10  30 

36  56 

16  24 

9  87 

2001 

Capital  (%) 

Total  Capital  to  Assets 

8  97 

8  89 

8  95 

8  99 

9  19 

7  64 

7  57 

9  17 

14  26 

Primary  Capital  to  Assets 

8  84 

8  77 

8  83 

8  89 

9  09 

7  25 

7  28 

9  07 

14  07 

Equity  Capital  to  Assets 

8  22 

8  11 

8  07 

8  11 

8  31 

5  34 

635 

8  29 

13  29 

Growth  Rates  (%) 

Assets . 

6  96 

6  89 

4  46 

4  57 

4  76 

6  07 

8  40 

4  45 

43  49 

Equity  Capital  ........ 

8  28 

7  19 

5  77 

6  00 

6  81 

12  53 

10.15 

6  80 

3  88 

Net  Loans  &  Leases 

8  55 

4  06 

4  53 

705 

791 

549 

9  92 

7.55 

58  99 

'New  banks  are  banks  that  have  been  in  operation  less  than  3  years. 

2NCNB  Texas  and  Deposit  Insurance  Bank  are  included  in  the  Over  $10B  statistics 
3Nonperforming  assets  are  loans  past-due  90  days  or  more,  loans  in  nonaccrual  status,  and  OREO 
Industry  &  Financial  Analysis 
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Summary  statistics  for  insured  commercial  banks  by  district 
(Data  through  second  quarter  1989) 


Northeastern 

Southeastern 

Central 

Midwestern 

Southwestern 

Western 

Banking  Aggregates 

Number  of  Banks 

1,049 

1,949 

2,870 

3.052 

2.446 

1,381 

12.747 

Total  Assets  ($  Billion) 

1,220 

456 

519 

207 

258 

482 

3.142 

Net  Income  ($  Million) 

5.295 

2,213 

2,741 

1.149 

83 

2,543 

14  025 

Standbys  &  Commitments  ($  Billion) 

407 

78 

119 

24 

35 

170 

833 

Percent  of  Banks  with  Losses 

8  58 

9  44 

341 

4  52 

21  95 

12  53 

9  57 

Number  of  Failed  Commercial  Banks 

1 

3 

0 

3 

82 

6 

95 

Performance  Measures  (Medians) 

Profitability  (%) 

Return  on  Equity . 

1361 

12  49 

13  17 

12  76 

10  40 

12  90 

12  59 

Return  on  Assets 

1  08 

1  10 

1  14 

1  15 

0  85 

1  06 

1  09 

Yield  on  Assets . 

9  98 

10  03 

9  51 

9  43 

9  47 

997 

9  61 

Cost  of  Funding  Assets 

5.67 

5.74 

550 

5  43 

5  49 

4  92 

5  47 

Net  Interest  Income  to  Assets 

4  35 

4  34 

4  03 

4  02 

4  02 

5  05 

4  16 

Loss  Provision  to  Assets . 

0  20 

024 

0  17 

0  11 

0  38 

0  30 

0  21 

Noninterest  Income  to  Assets 

051 

0  74 

0  51 

0  56 

0  84 

1  01 

0  66 

Noninterest  Expense  to  Assets 

322 

341 

289 

2  86 

3  47 

4  53 

3  20 

Net  Operating  Income  to  Assets 

1.07 

1  08 

1  13 

1  15 

0  79 

1  01 

1  07 

Asset  Quality  (%) 

Nonperforming  Assets  to  Assets' 

0  80 

0  73 

081 

0  97 

2  67 

1  73 

1  07 

Loss  Reserve  to  Loans 

1.00 

1.11 

1  21 

1.72 

2  00 

1  49 

1  38 

Net  Loss  to  Loans 

0  11 

0  19 

0  12 

0  06 

0  71 

0  28 

0  18 

Funding  &  Liquidity  (%) 

Net  Loans  &  Leases  to  Assets 

67  17 

58  11 

55  89 

49  69 

48  58 

59  03 

54  53 

Wholesale  Funds  to  Deposits 

10  88 

13.68 

7  87 

630 

16  22 

12  41 

10  30 

Capital  (%) 

Total  Capital  to  Assets 

9  06 

9  50 

901 

9  62 

8  68 

8  95 

9  19 

Primary  Capital  to  Assets 

8  95 

941 

891 

9  53 

8  56 

8  80 

9  09 

Equity  Capital  to  Assets 

8  17 

8  72 

8.26 

8  67 

7  61 

7  88 

8  31 

Growth  Rates  (%) 

Assets  . 

7  54 

8  12 

5  22 

2  76 

2  07 

6  18 

4  76 

Equity  Capital  . 

10  68 

8  16 

6  92 

6  32 

3  32 

8  77 

6  81 

Net  Loans  &  Leases 

12.49 

11  48 

9  25 

7  34 

0  56 

6  74 

7  91 

'Nonperlorming  assets  are  loans  past-due  90  days  or  more,  loans  in  nonaccrual  status,  and  OREO 
Industry  &  Financial  Analysis 
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Recent  Corporate  Decisions 


On  July  20,  1989,  24  banking  subsidiaries  of  Texas 
American  Bancshares,  Inc.,  were  declared  insolvent 
The  Second  Deposit  Insurance  Bridge  Bank,  National 
Association,  was  simultaneously  chartered  and  pur¬ 
chased  the  assets  and  liabilities  of  the  subsidiaries  of 
Texas  American  Bancshares,  Inc.  The  bridge  bank 
then  changed  its  name  to  Texas  American  Bridge 
Bank,  National  Association,  and  designated  Fort 
Worth,  Texas,  as  its  head  office. 

On  August  19,  1989,  the  OCC  approved  the  establish¬ 
ment  of  an  operating  subsidiary  for  First  Interstate  Bank 
of  Utah,  National  Association,  Salt  Lake  City,  Utah.  The 
subsidiary  will  engage  in  general  insurance  agency 
services  and  will  be  located  in  a  town  of  less  than  5,000 
people.  This  proposal  is  essentially  the  same  as  one 
approved  by  the  OCC  in  1 986  for  U  S.  National  Bank  in 
Oregon  (see  OCC’s  Interpretive  Letter  No.  366). 

On  August  22,  1989,  the  OCC  denied  a  proposal  to 
establish  a  national  trust  bank  in  the  state  of  Arkansas. 
The  organizers’  projections  of  growth  and  profitability 
appeared  overly  optimistic  for  the  proposed  market. 
The  OCC  also  was  concerned  about  the  organizing 
group’s  lack  of  experience  and  the  level  of  capital¬ 
ization  proposed  for  the  bank. 

On  August  31,  1989,  the  OCC  granted  preliminary 
conditional  approval  to  the  charter  application  for  the 
Annapolis  National  Bank,  Annapolis,  Maryland.  The 
organizing  group  was  comprised  of  local  people,  who 
proposed  a  reasonable  plan  of  operations.  The  OCC’s 
concerns  about  internal  weaknesses  were  addressed 
by  imposing  the  following  conditions: 

•  Net  capital  after  organizational  expenses  must 
be  at  least  $5  million, 

•  Fees  to  organizers  and  directors  must  receive 
the  prior  approval  of  the  OCC,  and 

•  The  hiring  of  the  chief  lending  officer  and  chief 
financial  officer  must  receive  prior  review  and 
approval  of  the  OCC. 

On  September  1 , 1 989,  the  OCC  approved  three  appli¬ 
cations  for  credit  card  banks  filed  by  the  May  Depart¬ 
ment  Stores  Company,  St.  Louis,  Missouri  The  pro¬ 
posals  were  filed  under  the  provisions  of  the  Com¬ 
petitive  Equality  Banking  Act  of  1987  (CEBA).  The 
banks  will  be  located  in  Parma,  Ohio;  Silver  Spring, 
Maryland;  and  Phoenix,  Arizona.  May’s  various  store 


divisions,  which  currently  administer  credit  card  oper¬ 
ations,  will  be  consolidated  into  the  three  national 
banks. 

Also,  on  September  1,  1989,  the  OCC  approved  a 
branch  application  in  Olive  Hill,  Kentucky,  for  the  First 
National  Bank  of  Grayson,  Grayson,  Kentucky  The 
application  was  protested  by  the  Kentucky  Banking 
Commissioner  and  a  competitor  bank  on  the  grounds 
that  the  branch  would  be  in  violation  of  state  home 
office  protection  laws.  State  law  provided  that  a  bank 
cannot  establish  a  branch  in  any  incorporated  city  in 
which  there  is  an  existing  principal  office  of  another 
bank.  The  only  bank  in  Olive  Hill  failed  on  December  3, 
1987,  and  was  purchased  by  Commercial  Bank  of 
Grayson  (Commercial).  In  granting  approval  for  the 
purchase  transaction,  the  State  Commissioner  also 
agreed  to  allow  Commercial  to  relocate  its  main  office 
from  Grayson  to  Olive  Hill  and  thereby  transfer  home 
office  protection  to  the  acquiring  bank.  Commercial  did 
not  receive  approval  for  the  main  office  relocation  until 
March  9,  1989.  The  applicant  filed  its  application  with 
the  OCC  on  February  12,  1989.  The  OCC  concluded 
that  since  no  principal  office  of  another  bank  existed  in 
Olive  Hill  at  the  time  the  applicant  filed,  it  was  per¬ 
missible  under  state  law  for  the  applicant  to  establish 
the  branch  in  Olive  Hill. 

On  September  22,  1989,  the  OCC  denied  an  appli¬ 
cation  for  a  corporate  reorganization  merger  for  two 
banks  located  in  the  state  of  Texas.  The  condition  of 
both  banks  was  considered  grave  because  manage¬ 
ment  and  board  supervision  were  unsatisfactory.  The 
OCC  concluded  that  approval  of  such  a  reorganization 
would  have  resulted  in  a  bank  with  inadequate  capital 
and  poor  earnings  prospects. 

On  September  28, 1 989,  the  OCC  chartered  the  Secur¬ 
ity  Pacific  Bank,  National  Association,  Scottsdale,  Ar¬ 
izona,  to  complete  an  emergency  purchase  and  as¬ 
sumption  of  the  failed  National  Bank  of  Arizona.  The 
resulting  bank,  which  is  owned  by  Security  Pacific 
Corporation,  relocated  to  Tempe,  Arizona,  sold  most  of 
its  assets  and  liabilities  to  an  affiliate,  Security  Pacific 
State  Bank,  and  proposes  to  become  a  credit  card 
bank. 

The  following  table  summarizes  the  OCC’s  activity  with 
respect  to  cross-county  branch  applications  filed  as  a 
result  of  the  Deposit  Guaranty  decision  (Department  of 
Banking  and  Consumer  Finance  v.  Clarke,  809  F  2nd 
266  (5th  Cir.  1987),  cert,  denied,  55  U.S.L.W.  3853 
(Jung  22,  1987)). 
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Cross-County  Applications  as  of  September  30,  1989 


State 

Received 

Approved 

Denied 

Pending 

Alabama 

2 

0 

0 

2 

Colorado 

2 

0 

0 

2 

Florida 

14 

13 

0 

1 

Georgia 

1 

0 

1 

0 

Indiana 

1 

0 

0 

1 

Kansas 

2 

1 

0 

1 

Kentucky 

0 

0 

0 

0 

Louisiana 

22 

22 

0 

0 

Mississippi 

2 

2 

0 

0 

Missouri 

2 

2 

0 

0 

New  Mexico 

1 

0 

0 

1 

Tennessee 

20 

20 

0 

0 

Texas 

6 

6 

0 

0 

Wisconsin 

3 

3 

0 

0 

TOTAL 

78 

69 

1 

8 

During  the 

quarter,  two 

applications  were  deleted  from 

the  above  chart  After  the  implementation  of  state-wide 
branching  in  Florida,  Manufacturers  Bank  and  Trust 
Company  of  Florida,  Palm  Beach  Gardens,  Florida, 
withdrew  its  Deposit  Guaranty  argument  and  re¬ 
quested  that  the  application  be  processed  under  the 
new  state  branching  law.  The  application  was  ap¬ 
proved  on  October  2,  1989  First  National  Bank  of 
Grayson,  Grayson,  Kentucky,  changed  its  Deposit 
Guaranty  argument  to  a  challenge  of  the  state's  home 
office  protection  rule.  The  application  was  approved  on 
September  1,  1989 

Also  during  the  quarter,  the  OCC  approved  one  cross- 
county  branch  application.  On  July  13,  1989,  First 
National  Bank  in  Manitowoc,  Manitowoc,  Wisconsin, 
was  granted  approval  to  establish  a  de  novo  branch 


across  county  lines.  The  case  was  similar  to  the  two 
previously  approved  branch  applications  for  the  state 
and  did  not  raise  any  new  legal  issues. 

Financial  Institutions  Reform,  Recovery,  and 
Enforcement  Act  of  1989  (FIRREA) 

The  following  table  summarizes  OCC's  activity  with 
respect  to  thrifts  closed  since  enactment  of  FIRREA  on 
August  9,  1 989.  Between  August  9, 1 989,  and  October 
26, 1 989,  33  thrifts  were  closed;  21  of  those  thrifts  were 
acquired  by  national  banks.  The  disposition  of  those 
thrifts  by  OCC  district  is  as  follows: 


Thrift  Resolution 


District 

Closings 

NB 

State 

Payout 

Thrift 

Other 

Northeastern 

1 

1 

Southeastern 

2 

2 

_ 

_ 

_ 

Central 

1 

_ 

_ 

1 

Midwestern 

5 

3 

_ 

2 

Southwestern 

10 

7 

1 

1 

1 

Western 

6 

1 

2 

1 

1 

1 

Multinational 

8 

8 

- 

- 

- 

— 

33 

*A  Canadian  bank 

21 

4 

4 

3 

1* 

Approximately  $12  billion  in  deposits  were  affected  in 
the  33  transactions.  National  banks  were  responsible 
for  absorbing  about  $7.7  billion.  The  largest  closing  to 
date  was  University  Federal  Savings  Association, 
Houston,  Texas,  with  total  deposits  of  $4.5  billion, 
which  was  acquired  by  NCNB  Texas  National  Bank, 
Dallas,  Texas. 
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Litigation  Update 


On  September  8,  1989,  the  U.S.  Court  of  Appeals  for 
the  Second  Circuit,  reversing  a  judgment  of  the  lower 
court,  ruled  that  the  Comptroller  had  acted  properly  in 
approving  a  mortgage-backed  pass-through  certifi¬ 
cate  program  of  Security  Pacific  National  Bank.  Secur¬ 
ity  Pacific’s  program  involves  the  bank's  issuance  and 
public  sale  of  conventional  (i.e.,  private  instead  of 
government-sponsored)  pass-through  certificates. 
The  certificates  evidence  undivided  interests  in  mort¬ 
gage  loans  originated  by  Security  Pacific  in  the  normal 
course  of  its  mortgage  lending  activities.  The  Second 
Circuit  agreed  with  the  Comptroller’s  determination 
that  the  program  is  in  substance  a  national  bank’s  sale 
of  its  own  mortgage  loans  and  so  is  within  the  “business 
of  banking"  under  1 2  U.S.C.  §  24  (Seventh).  It  held  that 
the  program  does  not  violate  the  Glass-Steagall  Act, 
ruling  that  once  an  activity  is  found  to  be  incidental  to 
the  "business  of  banking,”  no  further  inquiry  is  required 
under  Glass-Steagall.  Plaintiff  Securities  Industry  As¬ 
sociation  has  until  December  7,  1989,  to  petition  for 
Supreme  Court  review  of  the  Second  Circuit’s  decision. 

On  July  7,  1 989,  the  U.S.  Court  of  Appeals  for  the  Fifth 
Circuit,  reversing  a  judgment  of  the  lower  court,  held  in 
a  2-to- 1  decision  that  named  OCC  officials  could  not  be 
held  responsible  for  violating  a  rejected  bank  presiden¬ 
tial  candidate's  constitutional  rights,  because  no  well 
established  property  or  liberty  right  was  violated.  Con¬ 
nellys/.  Comptroller  of  the  Currency,  etal.,  876  F. 2d  (5th 
Cir.  1989).  The  suit  was  originally  brought  in  federal 
district  court  in  Houston,  Texas,  by  Connelly,  who  the 
OCC  rejected  as  the  proposed  president  of  a  national 
bank  in  organization.  Connelly  sued  the  OCC  and  two 
OCC  officials  for  monetary  and  injunctive  relief  under 
the  Privacy  Act,  the  Administrative  Procedure  Act 
(APA),  and  the  due  process  clause  of  the  U.S.  Con¬ 
stitution.  The  district  court  denied  OCC  motions  for 
dismissal  and  summary  judgment.  The  Fifth  Circuit 
reversed  as  to  the  claims  against  the  individual  offi¬ 
cials,  holding  that  the  Privacy  Act  does  not  create 
individual  liability  and  that  the  alleged  violations  of  the 
APA  and  Constitution  were  not  sufficiently  clear  to 
subject  the  OCC  officials  to  individual  liability.  The 
question  of  the  OCC’s  liability  was  not  before  the  ap¬ 
pellate  court. 

On  August  16,  1989,  the  U.S.  Court  of  Appeals  for  the 
Third  Circuit  affirmed  a  district  court  decision  granting 
the  OCC’s  summary  judgement  motion  in  a  challenge 
to  a  branch  application  approval.  In  approving  the 
branch  application  of  a  New  Jersey  national  bank,  the 
OCC  waived  home  office  protection,  as  permitted 


under  New  Jersey  banking  law  Plaintiff  Montgomery 
National  Bank  alleged  that  the  OCC  employed  the 
wrong  standard  in  waiving  home  office  protection  The 
Third  Circuit  held  that  the  OCC's  interpretation  of  a 
state  statute  serving  as  the  OCC’s  rule  of  decision  is 
entitled  to  liberal  deference  as  long  as  the  OCC’s 
interpretation  of  the  statute  has  not  been  ruled  out  by 
the  state.  Montgomery  National  Bank  brought  a  second 
action  in  the  same  district  court  which  challenges  an¬ 
other  decision  by  the  OCC  to  waive  home  office  pro¬ 
tection  and  approve  a  New  Jersey  national  bank's 
branch  application. 

On  June  8,  1989,  the  U.S.  Court  of  Appeals  for  the 
Eighth  Circuit  affirmed  the  Federal  Reserve  Board’s 
decision  to  remove  an  individual  from  his  positions  as 
chief  executive  officer  and  chairman  of  the  board  of  a 
national  bank  and  to  prohibit  him  from  participating  in 
the  affairs  of  any  FDIC-insured  financial  institution  with¬ 
out  the  prior  written  approval  of  the  appropriate  bank 
regulatory  agency.  Van  Dyke  v.  Board  of  Governors  of 
the  Federal  Reserve  System ,  876  F.2d  1377  (8th  Cir. 
1989).  The  Eighth  Circuit  held  that  the  individual’s 
check-kiting  scheme  involving  his  personal  accounts 
at  the  national  bank  and  a  second  federally  insured 
bank  demonstrated  both  personal  dishonesty  and  a 
willful  disregard  for  the  national  bank’s  continued 
safety  and  soundness.  Thus,  adopting  the  Federal 
Reserve  Board’s  broad  definitions  of  “personal  dis¬ 
honesty”  and  "willful  disregard"  and  rejecting  the  Ad- 
ministative  Law  Judge's  narrow  definitions,  the  Eighth 
Circuit  held  that  both  alternative  factors  in  the  third  or 
“culpability"  prerequisite  of  the  removal  statute  existed 
in  the  check-kiting  scheme. 

On  July  5,  1989,  the  federal  district  court  in  Amarillo, 
Texas,  dismissed  a  third  party  claim  brought  by  direc¬ 
tors  of  a  failed  national  bank  against  the  OCC  for 
alleged  wrongdoing  in  declaring  the  bank  insolvent 
The  court  reasoned  that  the  Comptroller’s  deter¬ 
mination  that  a  national  bank  is  insolvent  is  a  dis¬ 
cretionary  act.  Thus,  even  if  it  is  wrong  or  an  abuse  of 
discretion,  it  is  not  a  proper  subject  of  a  lawsuit  under 
the  Federal  Tort  Claims  Act.  The  district  court's  de¬ 
cision  in  favor  of  the  OCC  has  been  appealed 

On  August  25,  1989,  a  federal  district  court  in  Austin, 
Texas,  dismissed  for  lack  of  jurisdiction  an  action 
brought  by  American  Land  Title  Association  and  Texas 
Land  Title  Association  challenging  as  improper  rule- 
making  two  informal  OCC  legal  opinions  stating  that 
national  banks  may  both  act  as  agent  and  underwriter 
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for  title  insurance  The  court  held  that  those  particular 
legal  opinions  are  not  subject  to  judicial  review  under 
the  Administrative  Procedure  Act  because,  as  mere 
staff  advisory  opinions  in  response  to  hypothetical 
questions  instead  of  definitive  statements  of  the  OCC's 


position,  they  do  not  constitute  final  agency  action  The 
court  cited  as  additional  evidence  of  the  opinions'  lack 
of  finality  a  statement  in  the  later  opinion  of  the  Comp¬ 
troller’s  willingness  to  reconsider  the  matters  ad¬ 
dressed  in  both  opinions. 
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Mr.  Chairman  and  members  of  the  Subcommittee,  on 
behalf  of  the  Office  of  the  Comptroller  of  the  Currency 
(OCC),  I  am  please  to  have  this  opportunity  to  comment 
on  the  Federal  Agricultural  Mortgage  Corporation 
(Farmer  Mac). 

We  are  actively  working  with  Farmer  Mac,  the  American 
Bankers  Association  and  the  Independent  Bankers 
Association  of  America  to  implement  the  Farmer  Mac 
program.  Our  efforts  have  resulted  in  some  success. 
However,  many  banks  may  not  find  participation  in  the 
program  attractive. 

Under  the  program,  the  company  that  obtains  and  puts 
together  the  pool  of  loans  (the  Pooler)  must  cover  a  1 0 
percent  subordinated  interest  in  each  group  of  loans 
supporting  the  securities  guaranteed  by  Farmer  Mac. 
There  are  two  basic  ways  to  comply  with  the  sub¬ 
ordinated  interest  requirement:  either  the  Pooler  estab¬ 
lishes  a  reserve  of  cash  equal  to  10  percent  of  the 
principal  amount  of  the  pool,  or  it  retains  a  10  percent 
subordinated  interest  in  the  pool  of  loans. 

Regardless  of  the  method  used  to  comply,  the  10 
percent  subordinated  interest  means  that  the  institution 
in  the  subordinated  position  absorbs  the  entire  first  10 
percent  of  all  losses  that  arise  from  the  loans.  This 
means  that  the  institution  retaining  the  subordinated 
position  bears  the  entire  loss  that  arises  from  defaults 
up  to  10  percent  of  the  value  of  the  loans  it  has  sold  to 
the  pool.  Therefore,  if  loan  losses  are  less  than  10 
percent,  the  bank  would  suffer  the  entire  amount  of  the 
loss. 

This  risk-sharing  arrangement  differs  from  other  types 
of  loan  participations  that  banks  normally  sell.  The 
usual  situation  when  two  or  more  institutions  participate 
in  lending  money  to  one  borrower  is  to  have  a  pro  rata 
sharing  of  risk.  With  pro  rata  sharing,  no  one  is  placed 
in  a  secondary,  or  subordinated,  position. 

For  example,  under  a  10  percent  pro  rata  sharing  of 
risk,  every  dollar  of  loss  that  arises  from  default  would 
cost  the  participating  bank  10  cents.  If  the  borrower 
can't  pay,  the  same  ratio  will  apply  to  the  losses  and  to 
any  money  received  from  a  foreclosure  or  liquidation 
action.  More  importantly,  if  the  loan  losses  are  less  than 
10  percent,  banks  under  the  pro  rata  method  would 
suffer  a  smaller  loss  than  they  would  if  they  retained  a 
10  percent  subordinated  position  in  the  loan. 


The  Pooler  does  have  the  option  of  holding  all  the 
subordinated  interest  or  sharing  the  interest  with  the 
originating  banks.  If  the  Pooler  holds  the  subordinated 
interest,  the  costs  to  compensate  the  Pooler  for  holding 
the  additional  risk  will  normally  be  passed  on  to  the 
originator  and/or  the  market  to  the  extent  possible 

Based  on  our  understanding  of  the  proposed  method 
of  operation,  the  subordinated  interest  would  be  trans¬ 
ferred  to  the  bank  that  originates  the  loan.  Therefore, 
primary  credit  risk  would  effectively  stay  in  the  banking 
system  or  with  Farmer  Mac.  Neither  the  transfer  of  the 
subordinated  interest  to  the  originating  bank  nor  the 
increased  cost  would  be  favorable  to  national  banks’ 
participation  in  the  program. 

As  the  supervisor  of  national  banks,  the  OCC  must 
make  certain  that  banks  have  adequate  capital.  Na¬ 
tional  banks  must  maintain  sufficient  capital  and  loss 
reserves  in  order  to  minimize  the  potential  for  failure  of 
an  institution,  and  thereby  reduce  the  risk  to  the  deposit 
insurance  fund.  The  determination  of  the  adequacy  of 
capital  and  reserves  is  based,  in  part,  on  the  volume  of 
potential  risk  in  the  bank’s  assets.  When  a  bank  sells  an 
asset  but  retains  significant  risk,  the  amount  of  risk 
does  not  change  and,  therefore,  the  capital  and  re¬ 
serve  requirements  do  not  change.  Recent  events  in 
the  thrift  industry  demonstrate  the  consequences  of  the 
failure  to  prudently  evaluate  risky  assets  and  the  nec¬ 
essary  level  of  capital  and  reserves  when  dealing  with 
federally  insured  deposits. 

We  do  support  the  development  of  a  secondary  market 
for  agricultural  loans  that  will  assist  in  the  diversification 
of  risk.  Farmer  Mac  securities  provide  a  means  for 
diversifying  one  type  of  risk  and  the  potential  for  effec¬ 
tively  diversifying  additional  types  of  risk  in  agricultural 
lending.  It  also  increases  the  ability  of  the  local  financial 
institutions  to  provide  agricultural  customers  with  long 
term  financing. 

Nevertheless,  in  our  opinion,  if  banks  are  required  to 
retain  a  1 0  percent  subordinated  interest,  as  we  expect 
they  will  be,  national  banks  may  not  find  it  economical 
to  participate  in  the  program  or  their  participation  will 
be  limited  by  the  amount  of  capital  they  have  available 

Mr.  Chairman,  your  letter  specifically  requested  our 
comments  on  the  underwriting  standards  proposed  by 
Farmer  Mac,  the  implementation  of  the  secondary  mar¬ 
ket,  and  the  acceptance  of  the  underwriting  standards 
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by  all  segments  of  the  securities  markets.  Based  on  our 
review  of  the  program  to  date,  the  OCC  takes  no 
exception  to  the  standards  developed  by  Farmer  Mac. 
With  regard  to  the  questions  on  the  secondary  market 
and  the  acceptance  of  the  standards  by  the  markets, 
we  do  not  have  direct  knowledge  of  these  subjects  and 
defer  comment  to  the  experts  in  those  fields. 

It  is  important  to  keep  in  mind  that  underwriting  stand¬ 
ards  are  not  fixed  and  are  susceptible  to  market  in¬ 
fluences.  In  addition,  the  act  provides  the  Farmer  Mac 
executive  staff  with  the  authority  to  waive  or  modify 
underwriting  standards.  Securities  issued  by  Farmer 
Mac  will  be  in  direct  competition  with  securities  from 
similar  issuers.  Accordingly,  market  pressure  will  affect 
the  standards  and  the  viability  of  the  Farmer  Mac 
program.  There  will  be  pressure  to  relax  these  stand¬ 
ards  over  time  if  large  segments  of  the  agricultural  loan 
market  are  unable  to  meet  the  high  underwriting  stand¬ 
ards  proposed  by  Farmer  Mac. 

Declines  in  credit  standards  will  increase  the  risk  in  the 
credits  and,  therefore,  the  likelihood  of  default.  Even  if 
the  underwriting  standards  remain  consistently  high, 
there  is  no  assurance  that  the  ability  of  the  borrower  to 
repay  will  continue  throughout  the  life  of  a  long  term 
loan.  Most  of  the  increased  risk  from  either  situation 
remains  in  the  banking  system. 

In  every  loan  there  are  three  basic  types  of  risk  related 
to  the  collection  of  the  debt:  1)  routine  credit  risk;  2) 
catastrophic  risk;  and  3)  interest  rate  risk.  Routine 
credit  risk  is  the  risk  in  a  loan  that  comes  from  econ¬ 
omic,  management  and  other  routine  business  de¬ 
cisions  and  fluctuations  occurring  over  the  term  of  the 
loan.  Over  time,  industries  develop  historical  loss  rec¬ 
ords  that  may  be  useful  as  part  of  the  base  for  esti¬ 
mating  the  approximate  credit  risk  of  a  loan  in  that 
industry  or  geographic  area.  Catastrophic  risk  is  the 
risk  arising  from  extensive  and/or  major  economic  fluc¬ 
tuations  resulting  in  widespread  business  failures.  In¬ 
terest  rate  risk  is  the  risk  that  results  from  the  rise  and 
fall  of  interest  rates  over  a  period  of  time. 

As  presently  structured,  routine  credit  risk  and  a  por¬ 
tion  of  catastrophic  risk  is  retained  by  the  Pooler.  This  is 
because  the  Pooler  must  cover  the  first  1 0  percent  of  all 
losses  that  arise  from  a  pool  of  loans.  We  believe  the 
Pooler  will  require  the  originating  banks  to  assume 
these  risks  as  a  condition  of  purchasing  loans. 

Of  the  three  types  of  risk  listed,  loss  from  credit  risk  is 
the  greatest  risk  to  the  bank.  This  is  because  it  arises 
from  the  decisions  made  during  the  course  of  the 
routine  business  activity  of  one  borrower.  Generally, 
minimizing  the  loss  from  this  type  of  risk  has  the  highest 
possibility  of  success  because  the  situation  is  gen¬ 


erally  isolated  to  the  borrower  and  not  widespread  as  in 
catastrophic  loss.  In  addition,  retaining  the  first  10 
percent  loss  position  potentially  reduces  the  ability  of 
the  bank  to  participate  in  recovery  on  a  problem  credit. 

Catastrophic  risk,  over  and  above  the  first  10  percent, 
is  assumed  by  Farmer  Mac  who  guarantees  prompt 
payment  in  full  to  the  purchaser  of  the  securities.  This 
type  of  risk,  while  more  devastating  when  it  occurs, 
fortunately  does  not  occur  with  any  regularity.  As  re¬ 
cent  events  have  shown,  because  of  catastrophic  risk's 
widespread  effect,  the  possibility  of  loss  recovery  is 
comparatively  small  and  may  cover  long  periods  of 
time. 

Interest  rate  risk  is  the  primary  risk  being  assumed  by 
the  purchaser  of  the  security.  Transfer  of  interest  rate 
risk  out  of  the  banking  system  to  the  investor  on  long 
term  fixed  rate  loans  is  a  positive  step. 

The  current  structure  of  the  Farmer  Mac  program  trans¬ 
fers  the  majority  of  catastrophic  credit  risk  to  Farmer 
Mac.  Primary  credit  risk  remains  in  the  Pooler,  who  we 
expect  will  shift  the  burden  of  this  risk  to  the  originating 
bank.  To  increase  the  benefits  of  the  program,  the 
disproportionate  credit  risk  as  well  as  interest  rate  risk, 
should  be  transferred  out  of  the  originating  bank  or 
reduced  to  such  amount  as  to  be  immaterial,  indi¬ 
vidually  and  in  total.  Pro  rata  sharing  of  risk  accom¬ 
plishes  this  purpose. 

The  Farmer  Mac  program  has  the  potential  for  sig¬ 
nificant  benefits.  As  structured,  however,  we  believe 
the  risks  and  costs  outweigh  the  benefits.  Under  the 
current  structure,  a  participating  financial  institution  is 
faced  with  severe  restraint  and/or  material  costs  with 
regard  to  risk  diversification,  flexibility,  legal  lending 
limit  capacity,  and  capital  requirements,  while  ob¬ 
taining  only  the  benefits  of  reduced  risk  from  long  term 
fixed  interest  rates  and  catastrophic  loss. 

Risk  Diversification.  The  current  Farmer  Mac  proposals 
provide  that  the  investor  in  the  securities  would  look 
only  to  Farmer  Mac  for  timely  payment.  The  authorized 
Poolers  of  the  loans  also  bear  no  risk  from  credit  or 
interest  rates  unless  they  choose  to  retain  some  risk.  If 
they  choose  to  retain  risk,  the  Poolers  would  need  to 
increase  the  costs  to  the  originating  bank  in  proportion 
to  the  risk  retained. 

The  result  is  that,  unless  the  Pooler  chooses  otherwise, 
the  bank  would  be  required  to  retain  primary  credit  risk 
on  the  "sold  loan"  via  a  10  percent  subordinated  posi¬ 
tion  in  the  loan  (the  first  10  percent  of  all  loss  is  ab¬ 
sorbed  by  the  bank).  Farmer  Mac  retains  the  cata¬ 
strophic  loss  risk  via  its  guarantee  of  the  securities.  The 
net  effect  of  the  current  proposed  form  of  operation 
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places  100  percent  of  the  remaining  credit  risk  on 
financial  institutions.  If  this  credit  risk  results  in  losses 
that  exhaust  the  bank's  capital,  the  ultimate  support  is 
provided  by  the  deposit  insurance  fund. 

Flexibility.  An  investor  in  Farmer  Mac  securities  will 
expect  to  get  paid  regardless  of  the  ability  of  the  farmer 
to  pay.  The  investor  will  look  to  Farmer  Mac  for  pay¬ 
ment.  Farmer  Mac  in  turn  looks  to  the  Pooler  and  loan 
servicer  (expected  to  be  the  original  lender)  to  require 
the  borrower  to  conform  to  the  original  terms  of  the  loan . 

The  lending  bank’s  ability  to  work  with  a  troubled  bor¬ 
rower  will  be  limited  if  the  loan  has  been  sold  into  the 
Farmer  Mac  program.  In  this  case,  forbearance  can 
only  be  shown  if  the  originating  lender  is  prepared  to 
repurchase  the  loan  from  the  Farmer  Mac  Pooler  and 
restructure  the  entire  loan.  If  the  borrower  is  ex¬ 
periencing  significant  financial  difficulties,  the  bor¬ 
rower  will  probably  not  be  able  to  satisfy  Farmer  Mac’s 
credit  underwriting  standards  and  the  loan  will  not  be 
eligible  for  readmission  to  the  Farmer  Mac  program. 

As  with  any  loan  securitization  program,  originating 
lenders  who  are  faced  with  this  type  of  unavoidable 
inflexibility  will  undoubtedly  prove  to  be  less  compas¬ 
sionate  lenders.  Translated  into  practical  everyday 
language,  a  financial  institution's  flexibility  to  work  with, 
defer  payment  or  reset  a  financially  troubled  borrower's 
credit  obligation  is  reduced,  and  perhaps  eliminated, 
by  participation  in  the  Farmer  Mac  program. 

Legal  Lending  Limit  Capacity.  As  previously  stated,  the 
bank's  subordinated  interest  in  the  Farmer  Mac  loan 
provides  recourse  to  the  originating  bank  for  all  initial 
loss  on  the  credit  up  to  a  stated  percentage.  For  cal¬ 
culation  of  the  bank's  available  legal  lending  limit  for 
one  borrower,  the  full  amount  of  the  loan  sold  into  the 
Farmer  Mac  program  is  still  counted  since  the  re¬ 
payment  risk  has  not  been  transferred  from  the  bank. 
That  is  because  every  loan  sold  into  the  Farmer  Mac 
program  will  cause  the  bank  to  have  the  potential  for  a 
10  percent  loss  (10  percent  subordinated  interest).  In 
the  normal  course  of  business  however,  some  loans  will 
have  higher  than  10  percent  loss  while  others  will  have 
a  lower  level  of  loss.  At  the  current  10  percent  sub¬ 
ordination  level  required  by  Farmer  Mac,  the  approxi¬ 
mate  historical  loss  in  agriculture  credit  would  probably 
be  covered  several  times,  effectively  guaranteeing 
repayment  to  the  investor  by  the  originator.  For  exam¬ 
ple,  if  the  average  historical  loss  in  agricultural  credit  is 
$3  for  every  $100  loaned,  the  bank’s  10  percent  sub¬ 
ordination  interest,  or  $10  loss  coverage,  is  3.3  times 
the  normal  credit  loss  to  be  expected  from  such  loans. 

Capital  Requirements.  The  same  situation  is  true  for 
calculation  of  risk  based  capital  requirements.  The  full 


amount  of  the  loan  would  be  included  in  the  capital 
requirement  calculation  at  the  8  percent  level  for  this 
type  of  credit.  Why9  Because  capital  requirements  are 
based  on  the  volume  of  risk  in  the  assets  and  are 
designed  to  minimize  the  potential  for  failure  of  an 
institution  Since  the  first  1 0  percent  of  loss  in  the  loan  is 
still  held  by  the  bank,  credit  risk  is  not  fundamentally 
transferred 

Because  the  bank  would  continue  to  hold  the  credit 
risk,  it  will  need  capital  to  offset  the  potential  risk  For 
example,  the  bank  makes  a  $1 ,000  loan  and  historical 
risk  is  estimated  at  3  percent  or  $30  (historical  risk  is 
based  on  the  bank’s  estimate  that  all  loans  of  this  type 
have  lost  and  will  lose  $30  per  $1 ,000  on  average)  The 
bank  sells  the  loan  and  retains  the  10  percent  sub¬ 
ordinated  interest  on  its  books. 

Having  sold  $900  of  the  loan,  they  now  have  a  $100 
balance  on  their  books.  But,  because  they  retain  all  of 
the  first  10  percent  risk  of  loss  from  the  whole  loan,  the 
bank  still  retains  the  $30  historical  risk.  The  historical 
risk  is  now  30  percent  of  the  bank's  balance  on  the  loan 
as  opposed  to  the  original  3  percent. 

If  there  were  a  pro  rata  sharing  of  risk,  the  potential  risk 
would  remain  at  the  3  percent  level,  or  $3  after  the  sale 
This  is  because  all  participants  would  share  equal  to 
their  interest  (pro  rata)  in  all  profits  and  losses.  Accord¬ 
ingly,  under  the  Farmer  Mac  program,  the  bank  is  more 
limited  as  to  the  volume  of  activity  each  dollar  of  capital 
will  support  when  compared  to  activity  based  on  pro 
rata  risk  sharing. 

Under  the  proposed  Farmer  Mac  structure,  the  pro¬ 
gram  provides  some  benefits.  However,  benefits  must 
be  real  and  not  just  shift  the  costs  from  one  expense 
category  to  another.  One  real  benefit  is  that  long  term 
interest  rate  risk  is  eliminated  for  each  loan  sold  into  the 
program.  Additionally,  the  sale  of  the  loan  does  gener¬ 
ate  funds  that  may  be  used  in  an  unrelated  investment 

However,  because  of  the  proposed  structure,  a  num¬ 
ber  of  possible  benefits  are  not  realized.  Capital  cost  is 
not  improved  and  capacity  to  lend  additional  funds  to 
the  same  borrower  is  not  increased  Overall,  the  com¬ 
bination  of  the  capital  cost,  legal  lending  limit  restric¬ 
tions  and  the  bank’s  loss  of  flexibility  to  work  with  the 
borrower,  effectively  reduces  widespread  participation 
in  the  program  by  national  banks. 

The  overall  condition  of  the  bank  will  not  be  enhanced 
by  keeping  subordinated  interests  in  sold  loans  From  a 
credit  evaluation  standpoint,  a  subordinated  position  in 
a  long  term  loan,  which  is  the  last  portion  of  a  credit  to 
be  paid,  is  the  least  favorable  position  to  hold  Only  the 
subordinated  portions  of  sound  loans  would  not  be 
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subject  to  criticism  in  normal  economic  conditions.  This 
criticism  could  come  from  the  bank’s  own  internal  loan 
review  process,  internal  and  external  auditors,  or  its 
primary  regulator  Economic  decline  would  practically 
assure  classification  as  a  problem  credit,  which  in  turn 
would  result  in  even  higher  loan  loss  reserves. 

In  the  bank,  loss  conditions  in  subordinated  debt  would 
appear  well  in  advance  of  loss  conditions  in  non- 
subordmated  credits  This  is  because  of  the  lack  of 
ability  to  participate  in  normal  collection  processes  for 
this  type  of  loan,  placing  the  bank  in  the  position  of 
being  the  last  to  collect.  Farmer  Mac  would  be  paid  first 
from  the  sale  of  collateral.  At  some  time  in  the  future,  if 
any  assets  or  funds  remained,  the  bank  would  then  be 
able  to  pursue  its  claim. 

Active  participation  in  the  program,  as  presently  struc¬ 
tured  without  pro  rata  sharing  of  risk,  would  result  in  the 
accumulation  of  long  term  subordinated  interests  from 
many  loans  This  accumulation  would  be  the  sum  of  the 
bank's  potential  loss  in  the  sold  credits.  Applying  risk 
based  capital  requirements  and  prudent  credit  evalu¬ 
ation  standards  to  these  subordinated  assets  would 
result  in  requirements  for  capital  and  reserves  for  bad 
debts  that  would  be  greater  than  needed  for  non- 
subordinated  assets  (loans  sold  with  pro  rata  risk 
sharing). 

A  large  volume  of  loan  sales  by  a  bank  into  the  current 
program  may  also  result  in  the  total  of  all  the  1 0  percent 
subordinated  interests  to  be  criticized  on  the  basis  of 


volume.  A  large  volume  of  loans  originating  from  one 
source  (the  source  being  the  combined  subordinated 
debt  positions)  contains  greater  risk  than  if  the  same 
volume  arises  from  many  sources  with  differing  means 
of  repayment.  In  this  instance,  the  “source  of  re¬ 
payment"  of  the  bank's  portion  of  the  debt  is  always  the 
last  funds  to  be  received  in  repayment  or  liquidation  of 
the  debt. 

Further  increasing  the  bank's  risk  in  this  volume  of 
credit  is  the  fact  that  loans  are  probably  concentrated 
in  certain  types  of  agriculture  and  many  of  the  bor¬ 
rowers  are  likely  to  be  in  interrelated  businesses.  Thus, 
local  economic  or  natural  occurrences  will  have  direct 
impact  on  a  significant  portion  of  the  borrowers  and 
their  ability  to  pay  their  loans. 

Summary 

Mr.  Chairman  and  members  of  the  Subcommittee,  if  the 
desire  is  to  have  large  scale  participation  in  the  Farmer 
Mac  Program,  then  we  are  of  the  opinion  that  the 
program  must  provide  greater  incentive  to  the  loan 
originators.  We  believe  the  key  to  participation  is  the 
pro  rata  sharing  of  risk  among  the  participants  in  the 
program. 

Mr.  Chairman,  we  appreciate  the  opportunity  you  have 
afforded  us  today.  We  will  work  with  you,  the  Farmer 
Mac  staff  and  the  industry  groups  attempting  to  form¬ 
ulate  a  sound  method  of  operation. 


Remarks  by  Robert  L.  Clarke,  Comptroller  of  the  Currency,  before  the  OCC 
Regional  Bank  Directors  Seminar,  Atlanta,  Georgia,  September  14,  1989 


When  I  first  started  practicing  law  in  Texas,  I  took  a 
professional,  though  academic,  interest  in  a  big  mur¬ 
der  case  then  going  on.  I  made  it  my  business  to  follow 
the  action  the  day  the  jury  returned  its  verdict.  To  the 
surprise  of  everyone  that  day,  the  jury  found  the  de¬ 
fendant  not  guilty.  On  the  television  news  reports  that 
evening,  the  judge  appeared  visibly  shaken. 

Facing  the  jury  angrily,  he  asked:  "What  possible  ex¬ 
cuse  can  you  give  for  acquitting  this  man?”  The  jury 
foreman  replied  "Insanity,  your  honor."  And  the  judge 
cried  out  "I  can't  believe  it  —  all  twelve  of  you9" 

Much  of  legal  reasoning,  indeed  much  of  any  kind  of 
reasoning,  consists  of  drawing  conclusions  from  evi¬ 
dence  Most  of  the  time,  the  evidence  alone  is  ambigu¬ 


ous.  It  requires  interpretation.  And  lawyers  are  well 
paid  to  do  just  that.  But  sometimes  the  evidence  is 
crystal  clear  And  all  sane  persons  would  draw  the 
same  conclusions  from  it. 

In  recent  years,  evidence  that  the  OCC  had  to  change 
its  approach  to  national  bank  supervision  steadily  built 
up.  This  evidence  didn’t  require  interpretation  It  was 
clear  that  we  could  be  more  efficient  and  more  effective 
than  we  had  been.  So  we  changed  our  approach  to 
evaluating  the  financial  condition  of  national  banks  to 
become  less  routine  and  rigid. 

Today,  far  more  than  in  the  past,  we  use  our  judgment 
in  devoting  our  resources  to  tracking  a  national  bank's 
condition  and  in  devoting  our  attention  should  we  find 
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problems  there  We  also  put  more  emphasis  on  finding 
and  resolving  problems  early,  before  they  become 
crises,  than  we  did  in  the  past.  It  is  clear  to  us  that  the 
more  preventive  measures  taken  today,  the  less  the 
likelihood  will  be  of  emergency,  surgery  and  tragedy 
later. 

Now  even  though  our  approach  has  changed,  the 
factors  that  we  look  at  in  assessing  a  national  bank's 
financial  condition  remain  the  same.  The  initials  of 
these  factors  form  the  acronym  “CAMEL”  —  they  are 
“C”  for  capital,  “A"  for  assets,  “M”  for  management,  “E” 
for  earnings,  and  “L"  for  liquidity. 

That’s  right:  capital,  assets,  management,  earnings 
and  liquidity.  Now,  one  of  these  factors  is  unlike  the 
others  in  a  very  tangible  way.  It  is  the  hump  of  the 
CAMEL,  that  is  to  say:  management. 

The  others  —  capital,  assets,  earnings  and  liquidity  — 
can  be  measured  in  accounting  terms  and  placed  into 
context  through  financial  ratios.  But  the  quality  of  man¬ 
agement  is  difficult  to  quantify. 

Sure,  after  disasters  occur  you  can  always  look  back 
and  place  responsibility  on  bad  management.  But  if 
your  goal,  as  is  the  OCC's  goal,  is  to  try  to  prevent 
disaster,  to  influence  the  course  of  the  future  by  chang¬ 
ing  human  behavior,  after-the-fact  examinations  of  guilt 
and  innocence  have  little  practical  use. 

We  needed  a  way  to  predict  the  likelihood  of  success  or 
failure,  a  predictor  much  like  that  the  Scholastic  Ap¬ 
titude  Test  claims  to  be  for  college  bound  students. 
But,  instead  of  having  available  a  banker  SAT  test  for 
such  a  use,  we  were  working  with  a  banker  report  card. 

In  a  nutshell,  this  was  the  problem  we  came  to  grips 
with:  with  no  direct  way  to  quantify  the  quality  of  man¬ 
agement,  in  practice  we  rated  the  “M”  factor  in  the 
CAMEL  as  a  reflection  of  the  other  factors.  If  capital  was 
abundant,  assets  in  good  shape,  earnings  high  and 
liquidity  sufficient,  obviously  management  was  doing  a 
great  job,  right?  Not  necessarily  —  as  we  found  out. 
Other  factors  could,  and  did,  mask  an  institution’s 
condition.  A  booming  economy,  for  instance.  And 
healthy  markets. 

The  point  was  driven  home  in  our  Bank  Failure  study 
last  year.  This  study  was  made  to  identify  and  evaluate 
the  factors  that  contributed  to  the  failure  of  national 
banks  over  a  period  of  almost  a  decade.  The  study 
concluded  that,  when  a  bank  is  under  economic  stress, 
the  policies  and  procedures  established  by  the  bank’s 
management  and  board  of  directors  had  more  in¬ 
fluence  on  whether  the  bank  succeeded  or  failed  than 
did  the  poor  economic  conditions  themselves.  Con¬ 


versely,  we  found  that  those  banks  that  encountered 
severe  problems  —  environmentally,  individually,  or 
both  —  that  went  on  to  survive  and  prevail  had  one 
factor  in  common:  they  had  clear  and  strong  manage¬ 
ment  policies  and  procedures,  including  systems,  that 
were  followed. 

We  had  found  our  predictor.  Management  isn't  an 
event:  the  general  galloping  onto  the  field  to  lead  the 
troops  in  the  charge.  Management  is  a  process:  gath¬ 
ering,  shaping  and  leveraging  one's  resources  over 
time  to  best  the  competition  and  occupy  the  position 
you  seek,  while  at  the  same  time  controlling  the  risk  to 
which  your  enterprise  is  exposed. 

The  evidence  of  good  management  isn't  necessarily 
financial  results.  The  evidence  of  good  management  is 
the  existence  and  use  of  the  right  kinds  of  policies  and 
control  systems  that  allow  the  institution  to  reach  its 
objectives  over  time. 

Months  before  we  released  the  results  of  our  study,  its 
conclusions  in  respect  to  quality  of  management  were 
clear  to  us.  We  began  to  informally  encourage  bankers 
and  bank  boards  of  directors  to  focus  on  the  need  for 
effective  policies  and  control  systems.  Today  I  am 
announcing  that  we  are  on  the  verge  of  making  that 
encouragement  formal,  that  is  to  say,  official. 

By  the  beginning  of  next  year  we  will  have  in  effect,  all 
across  the  nation,  new  guidelines  for  our  examiners  to 
use  in  their  appraisal  of  the  hump  in  the  CAMEL:  man¬ 
agement.  Indeed,  some  of  our  offices  have  adopted 
the  guidelines  already. 

The  guidelines  are  systems-oriented.  They  are  aimed 
at  making  sure  that  bankers  and  the  board  of  directors 
have  policies,  procedures  and  systems  in  place  and  in 
operation  to  assure  the  future  safe  and  profitable  oper¬ 
ation  of  the  bank. 

Now,  we  at  the  OCC,  as  bank  supervisors  don't  want  to 
manage  banks.  That’s  what  bank  managements  are 
for.  But  management  performance,  and  especially  how 
well  bank  managements  perform  in  preventing  dis¬ 
asters,  represents  an  enormous  shaping  influence  on 
the  course  of  bank  supervision 

Our  new  guidelines  are  not  step-by-step  procedures 
Rather  they  are  points  designed  to  provoke  thought  on 
the  part  of  the  examiner  —  and  we  intend  him  or  her  to 
be  an  experienced  examiner  —  in  deciding  how  to 
investigate  or  evaluate  a  particular  aspect  of  manage¬ 
ment.  Our  field  managers  are  now  being  briefed  on  the 
guidelines. 

Under  the  guidelines,  examiners  will  focus  on  practices 
that  should  be  present  in  any  organization  financial 
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institutions,  unregulated  businesses,  charitable  organ¬ 
izations  and,  yes.  even  government  agencies  such  as 
the  OCC 

What  will  we  be  looking  for?  The  organization  must 
make  decisions  about  what  it  wants  to  do,  how  it  will  be 
done,  and  what  resources  will  be  made  available 
Control  systems  must  be  established  to  ensure  that 
plans,  policies,  and  regulations  are  followed  and  to 
discourage  and  detect  misuse  of  company  assets.  And 
information  systems  must  be  established  to  provide 
decisionmakers  the  information  they  need. 

Practically  speaking,  the  objective  of  the  guidelines  is 
to  review  management  and  board  processes  to  answer 
the  questions:  Who  does  what?  How  do  they  do  it9 
When  do  they  do  it?  How  well  do  they  do  it9 

The  guidelines  focus  on  five  areas  of  management: 
planning,  policy-making,  personnel  administration, 
control  systems  and  management  information 
systems. 

To  give  you  the  flavor  of  the  guidelines,  I  want  to  read 
several  to  you  from  the  section  on  “planning"  —  an 
essential  procedure. 

Guideline  Number  One: 

How  is  the  bank  organized  and  how  are  major  de¬ 
cisions  made?  Consider: 

•  Independent  bank  or  holding  company  bank. 

•  Determination  of  acquisitions,  divestitures,  and 
branching. 

•  Involvement  of  directors. 

•  For  holding  company  banks,  degree  of  auton¬ 
omy  in  product  developement,  market  niche 
determination,  advertising,  market  research, 
and  entering  or  exiting  a  market. 

Guideline  Number  Two: 

What  techniques  does  management  use  in  planning  for 
the  future9  Consider: 

•  Role  of  CEO 

•  Involvement  of  directors,  senior  managers,  and 
middle  managers 

•  Setting  goals,  objectives,  parameters,  and  as¬ 
sumptions,  and  communicating  them 


•  Evaluation  of  bank  activities  in  the  current 
environment. 

•  Action  plans,  including  resource  requirements. 
Guideline  Number  Three: 

How  does  management  incorporate  competitive  fac¬ 
tors  when  making  plans,  developing  new  products,  or 
entering  new  markets? 

•  Management’s  view  of  competitors,  both  tra¬ 
ditional  and  nontraditional. 

•  Comparative  advantages  and  disadvantages 
relative  to  competition. 

And  so  it  goes  to  Guideline  Number  Eleven: 

Does  the  long-term  (strategic)  plan  provide  the  frame¬ 
work  for  the  development  of  short-term  (operating) 
plans?  What  mechanisms  are  in  place  to  ensure  com¬ 
patibility  between  the  short-term  and  long-term  plans? 
Consider: 

•  Annual  financial  plan/budget. 

•  Capital  plan. 

•  Asset/liability  plan. 

•  Marketing  plan. 

•  Fixed  asset  planning. 

And  finally,  Guideline  Number  Twelve:  Are  major  de¬ 
cisions  made  within  the  context  of  an  overall  plan? 

As  you  can  see,  the  individual  examiner  will  have  a 
great  deal  of  flexibility  —  and  will  have  to  use  a  great 
deal  of  judgment  —  in  formulating  an  appraisal  for 
management  and  board  processes  by  thinking 
through  these  guidelines. 

Most  examiners  haven't  managed  a  bank,  but  our 
experienced  examiners  have  seen  a  lot  of  manage¬ 
ment,  both  good  and  bad.  Our  experienced  examiners, 
therefore,  can  provide  a  constructive  frame  of  refer¬ 
ence  and  a  reservoir  of  good  ideas  based  on  what  they 
have  been  and  what  they  have  seen  that  works. 

And  the  guidelines  have  some  interesting  ramifications 
as  far  as  bankers  and  bank  boards  are  concerned  For 
example,  we  will  criticize  the  lack  of  policies,  pro¬ 
cedures  and  systems,  or  the  failure  of  management 
and  staff  to  follow  policies  or  use  control  systems  that 
exist,  when  such  a  lack  or  failure  occurs,  regardless  of 
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financial  results.  But  we  will  also  recognize  that  man¬ 
agement  isn’t  necessarily  poor  just  because  the  insti¬ 
tution’s  asset  quality  or  earnings  are  poor. 

In  situations  where  the  numbers  are  weak  but  mana¬ 
gerial  processes  are  strong  we  will  give  bankers  the  fair 
shake  they  deserve.  Whether  they  and  their  directors 
receive  a  fair  shake  or  experience  a  shake-up  depends 
upon  the  actions  they  take. 

Many  years  ago,  a  young  man  named  Jay  Wilkinson,  an 
alumnus  of  a  Harvard  graduate  school,  took  on  a  vet¬ 
eran  congressman  named  Tom  Steed  in  a  House  race 
down  in  Oklahoma  that  promised  to  be  quite  a  battle. 
Young,  handsome  and  idealistic,  Wilkinson  had  a  good 
image  to  project  on  television. 

One  40-second  slot  showed  Wilkinson  walking  through 
an  Oklahoma  pasture  soulfully  looking  upward  at  the 
sky.  The  spot  made  an  opening  for  the  veteran  Steed. 
He  called  in  the  press  covering  the  race  and  said:  “I 
may  not  have  had  a  fancy  education  like  young  Wil¬ 
kinson.  I  didn't  go  to  Harvard.  But  I  know  enough  to  look 
at  the  ground  when  I’m  walking  around  cows." 

I  expect  that  those  bankers  and  boards  who  keep  their 
eyes  open,  focused  and  firmly  on  their  destination  will 
do  just  fine  under  our  new  guidelines.  Those  that  don’t, 
won’t. 

If  you  have  sound  management  processes  in  place  — 
good  systems  for  risk  evaluation  and  management  — 
many  potential  disasters  will  never  occur. 

Our  experience  has  shown  that  when  good  manage¬ 
ment  practices  are  present,  the  individual  disasters  are 
avoided  even  in  the  midst  of  disaster  all  around.  Bank 
supervision  and  bank  management  should  not  be  dis¬ 
aster  identification.  By  then,  your  options  and  our  op¬ 
tions  are  limited.  Bank  supervision  and  bank  manage¬ 
ment  should  be  aimed  at  preventing  disasters  in  the 
first  place. 

Why  is  this  issue  of  so  great  importance  at  the  OCC?  I 
cannot  overstress  the  value  of  sound  management  to 
bank  supervisors.  It  is  the  one  area  where  the  super¬ 
visors  .  .  .  bankers  .  .  .  and  bank  boards  share  a  total 
community  of  interest.  Bankers  and  bank  boards  are,  of 
course,  interested  in  the  well-being  of  their  own  insti¬ 
tutions.  Bank  supervisors  are  interested  in  the  well¬ 


being  of  the  banking  system  as  a  whole  But  we  super¬ 
visors  recognize  that  the  banking  system  is  not  organic 
—  it  is  not  more  than  the  sum  of  its  parts.  It  is  only  the 
sum  of  its  parts  —  the  sum  of  the  individual  institutions 
that  make  it  up. 

When  the  components  are  strong,  the  system  is  strong 
When  the  components  are  weak,  the  system  is  weak 
We  have  informally  encouraged  strong  and  effective 
management  processes  at  national  banks  because  we 
wanted  to  encourage  safety  and  soundness  in  the 
system.  In  the  future  we  will  not  just  informally  en¬ 
courage  strong  management  processes  —  we  will 
require  banks  to  have  them  as  a  matter  of  necessity 
What’s  the  practical  difference7 

One  Thanksgiving  afternoon  many  years  ago,  Jim 
Crowley,  former  Notre  Dame  ace  and  coach  of  Ford- 
ham  University’s  football  team,  sat  huddled  in  misery 
on  the  sidelines,  watching  a  New  York  University  team 
destroy  his  powerful  Rams.  The  clever  NYU  passing 
combination  of  Buell  and  Dunney  was  bewildering  the 
Fordham  defense.  At  last,  Crowley  lost  patience  with 
the  situation.  Inspecting  his  bench,  his  eyes  lit  on  an 
eager  and  ambitious  sophomore  back.  Heck,  throught 
Crowley  to  himself,  this  kid  couldn't  do  worse  against 
the  NYU  pair  than  the  guys  in  there. 

He  called  the  green  youngster  to  his  side  and  gave  him 
careful  instructions:  "Now  listen,  I  want  you  to  get  in 
there  and  just  keep  your  eye  on  Dunney.  Do  you  under¬ 
stand?  Never  mind  where  the  ball  is  or  who’s  got  it.  You 
just  keep  your  eye  on  Dunney.  Now  get  out  there.” 

The  sophomore  nodded  and  leaped  into  the  fray.  As 
luck  would  have  it,  his  presence  on  the  field  seemed  to 
make  no  difference.  The  Buell-to-Dunney  passing 
combination  continue  to  click  and  NYU  scored  again. 
Crowley  blew  his  top.  He  barked  to  his  regular  half¬ 
back:  "Go  in  there  and  tell  that  kid  to  come  out!”  When 
the  sophomore  returned  to  the  bench,  Crowley  was 
there  to  greet  him.  “What  do  you  think  you  were  doing 
out  there?”  he  demanded  angrily  “Didn’t  I  tell  you  to 
watch  Dunney?”  “Yes,  sir!”  replied  the  young  kid.  "And  I 
didn’t  take  my  eyes  off  of  him  for  a  second1  Boy,  is  he  a 
fantastic  player!" 

What’s  the  difference  between  encouraging  and  re¬ 
quiring?  It’s  the  difference  between  being  a  coach  and 
writing  the  rules  of  the  game. 


21 


Statement  of  Robert  L.  Clarke,  Comptroller  of  the  Currency,  before  the  House 
Subcommittee  on  Financial  Institutions  Supervision,  Regulation  and  Insurance  of 
the  Committee  on  Banking,  Finance  and  Urban  Affairs,  Washington,  D.C.,  Sep¬ 
tember  19,  1989 


Mr  Chairman  and  members  of  the  Subcommittee, 
thank  you  for  providing  this  opportunity  to  present  the 
views  of  the  Office  of  the  Comptroller  of  the  Currency 
(OCC)  on  the  condition  of  the  Bank  Insurance  Fund  of 
the  Federal  Deposit  Insurance  Corporation  (FDIC)  and 
a  number  of  other  issues  related  to  the  supervision  of 
commercial  banks.  I  come  to  this  discussion  with  a 
perspective  gained  from  serving  both  as  the  supervisor 
of  national  banks  and  as  a  member  of  the  Board  of 
Directors  of  the  FDIC.  In  those  positions,  I  have  de¬ 
veloped  an  appreciation  of  the  important,  and  different, 
roles  played  by  the  primary  supervisors  of  depository 
institutions  and  the  insurers  of  deposits. 

Because  the  FDIC  is  in  the  best  position  to  speak  about 
the  financial  position  of  the  insurance  fund,  I  will  dis¬ 
cuss  only  briefly  the  condition  of  the  FDIC  Bank  Insur¬ 
ance  Fund  and  comment  on  how  the  fund  is  likely  to  be 
affected  by  the  performance  of  national  banks.  Then  I 
will  discuss  the  OCC's  approach  to  bank  supervision 
and  how  the  OCC  uses  its  enforcement  authority.  I  will 
conclude  with  some  comments  on  the  relative  roles  of 
the  charterer/supervisor  and  the  deposit  insurer. 

Condition  of  the  Deposit  Insurance  Fund 

Recent  events  have  understandably  given  rise  to  pub¬ 
lic  concerns  over  the  health  of  the  Federal  Deposit 
Insurance  fund  or,  as  it  has  been  recently  renamed,  the 
Bank  Insurance  Fund.  In  1988,  198  commercial  banks 
failed  (40  of  which  were  owned  by  one  holding  com¬ 
pany),  and  an  additional  21  commercial  banks  re¬ 
ceived  open-bank  assistance  from  the  FDIC.  The  num¬ 
ber  of  failures,  and  the  cost  to  the  FDIC  of  protecting 
depositors  of  the  banks  that  failed,  were  the  highest  in 
the  history  of  the  FDIC.  As  a  result  of  those  failures,  and 
provisions  made  in  1988  to  cover  the  cost  of  other 
anticipated  failures,  the  FDIC  fund  balance  declined  by 
$4  2  billion  in  1988  to  $14  1  billion.  At  year-end,  the 
fund  balance  equaled  approximately  0.8  percent  of 
insured  deposits,  a  level  of  coverage  that  is  an  historic 
low 

One  might  interpret  those  figures  as  indicators  of 
weakness,  but,  in  my  view,  the  events  of  1988  under¬ 
scored  the  fundamental  strength  of  the  bank  insurance 
system  The  insurance  fund  was  able  to  respond  to  an 
unprecedented  number  of  large  bank  failures.  Deposi¬ 
tors  at  failed  banks  were  protected  from  losses,  and 


confidence  in  the  banking  system  was  maintained. 
Moreover,  the  Financial  Institutions  Reform,  Recovery, 
and  Enforcement  Act  of  1989  (FIRREA)  contains  an 
important  provision  that  will  strengthen  the  financial 
resources  of  the  FDIC.  As  you  know,  that  legislation 
increases  the  deposit  insurance  premiums  for  banks 
from  the  current  .0833  percent  to  .12  percent  in  1990, 
and  to  .15  percent  one  year  later.  These  increases  in 
the  assessment  rate  on  insured  deposits  will  cause  the 
fund  to  rise  as  a  proportion  of  insured  deposits  and 
should  bring  the  fund  balance  to  the  target  level  of  1 .25 
percent  of  deposits,  at  which  point  rebates  may  re¬ 
sume.  Of  course,  the  number  and  cost  of  bank  failures 
over  the  next  several  years  will  determine  how  quickly 
the  fund  reaches  the  1.25  percent  rebate  threshold. 

Some  observers  of  the  banking  industry  have  sug¬ 
gested  that  commercial  banks  will  soon  face  a  crisis 
similar  to  that  experienced  by  the  savings  and  loan 
industry.  In  my  view,  such  concerns  are  overstated  and 
are  inconsistent  with  observable  trends  in  bank 
performance. 

Principally  because  of  lingering  asset-quality  problems 
in  the  Southwest,  we  will  continue  to  see  a  relatively 
high  number  of  bank  failures  in  1990.  Fortunately, 
however,  the  largest  commercial  bank  problems  — 
those  likely  to  impose  the  greatest  costs  on  the  insur¬ 
ance  fund  —  have  been  resolved.  The  cost  of  dealing 
with  the  remaining  problem  banks  should  be  much 
smaller.  Performance  data  from  the  first  half  of  1989 
confirm  this  view.  Earnings  and  capital  increased,  and 
credit  quality  improved  in  the  first  6  months  of  this  year. 
National  banks  earned  $8  billion  through  June,  and 
they  added  about  $6  billion  to  equity  capital.  As  of  June 
30,  1989,  nonperforming  assets  amounted  to  $47  bil¬ 
lion,  or  2.5  percent  of  assets.  That  is  down  slightly  from 
more  than  $48  billion,  or  2.7  percent  of  assets,  1  year 
earlier. 

In  addition  to  earnings  weakness  in  the  Southwest, 
remaining  concerns  include  rising  numbers  of  non¬ 
performing  real  estate  loans  in  the  Northeast  and 
Southeast  and  exposure  to  LDC  debt  among  the 
largest  banks.  But  for  most  of  the  industry,  conditions 
are  improving,  and  many  of  the  most  significant  prob¬ 
lems  with  which  it  has  been  plagued  have  been  or  are 
being  resolved. 
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OCC  Supervision  of  National  Banks 

The  primary  function  of  bank  supervisors  is  to  ensure 
that  the  banking  system  operates  soundly  and  that 
banks  comply  with  the  law.  The  role  of  the  OCC  is  to 
assess  the  condition  of  national  banks,  to  evaluate  their 
management  processes,  to  see  that  bank  manage¬ 
ment  takes  steps  to  correct  weaknesses,  and,  when 
private  capital  supporting  a  national  bank  is  depleted, 
to  close  the  bank  in  a  timely  manner.  Although  that 
sounds  straightforward,  the  members  of  this  Sub¬ 
committee  know  that  bank  supervision  today  is  often  a 
complicated  undertaking.  I  will  describe  in  some  detail 
what  our  bank  supervision  entails  and  highlight  the 
improvements  we  have  made  in  our  supervisory  tech¬ 
niques. 

Banking  involves  considerably  more  complexity  than  it 
did  only  a  few  years  ago.  Technology  enables  large 
amounts  of  funds  to  move  swiftly.  Funding  sources  are 
varied  and  plentiful  and  can  permit  faster  growth  than 
would  normally  occur  just  from  markets  served  by 
banks.  These  markets  themselves  are  subject  to  some 
volatility  and  can  change  the  quality  of  a  bank's  port¬ 
folio  more  rapidly  than  in  the  past. 

Just  as  banking  has  changed,  bank  supervision  at  the 
OCC  has  changed.  Every  national  bank  is  supervised 
by  the  OCC  on  an  ongoing  basis.  Each  bank  is  as¬ 
signed  an  examiner  who  monitors  that  institution.  That 
examiner  regularly  gathers  and  analyzes  extensive 
information  on  each  bank  under  his  or  her  respon¬ 
sibility.  The  information  gathered  and  the  analyses 
performed  are  designed  to  address  the  level  of  risk  in 
each  bank.  Sources  of  information  include  regularly 
filed  financial  reports,  special  requests  made  of  the 
bank,  bank  management  information  systems,  and 
visits  to  the  bank.  Analyses  are  performed  in  the  bank 
or  at  other  locations  by  an  individual  examiner  or  by  a 
team  of  examiners.  Examiners  are  provided  with  a 
variety  of  technical  and  analytical  tools  to  determine  the 
overall  condition  of  the  bank  and  to  communicate  the 
results  to  OCC  management  and  to  the  management 
and  board  of  directors  of  the  bank. 

We  maintain  a  comprehensive  computer-based  data 
file  on  each  national  bank.  The  data  base  contains, 
among  other  information,  the  results  of  examinations 
and  other  analyses,  summaries  of  communications 
with  management  and  the  board  of  directors  of  the 
bank,  a  description  of  any  enforcement  actions  taken 
against  the  bank,  follow-up  information  on  progress 
made  by  the  bank  in  addressing  identified  problems, 
and  statistical  data  on  bank  performance  That  informa¬ 
tion  is  maintained  on  a  current  basis  as  events  occur  or 
as  analyses  are  completed,  and  it  is  available  to  OCC 
supervisory  staff  at  all  times.  We  also  provide  access  to 


our  data  base  to  the  FDIC  and  to  the  Federal  Reserve 
System  as  part  of  our  mutual  efforts  to  coordinate 
supervision  where  multiple  jurisdictions  exist  The  data 
base  provides  a  comprehensive  overview  of  the  condi¬ 
tion  of  individual  banks  and  an  excellent  perspective 
on  what  is  being  done  and  what  needs  to  be  done  to 
supervise  each  national  bank. 

The  field  examiner  to  whom  a  bank  or  portfolio  of  banks 
has  been  assigned  has  the  initial  responsibility  for 
deciding  what  needs  to  be  done  to  supervise  the 
banks.  This  approach  places  the  primary  responsibility 
with  the  person  who  has  the  most  direct  knowledge  of 
the  condition  of  individual  banks  —  the  field  examiner 
—  and  allows  examiners  to  keep  track  of  several  insti¬ 
tutions  at  the  same  time  rather  than  focusing  on  one 
institution  at  a  time  while  ignoring  others.  Supervisory 
strategies  developed  by  the  field  examiner  are  re¬ 
viewed  and  approved  by  more  senior  OCC  personnel. 
This  ongoing  supervision  and  analysis  of  banks  pro¬ 
vides  the  OCC  the  flexibility  to  direct  resources  to  those 
banks  whose  condition  poses  the  greatest  risks  to  the 
banking  system  and  to  use  our  resources  efficiently. 

Because  banks  can  be  affected  so  significantly  by 
changes  in  the  environment  in  which  they  operate,  the 
OCC’s  supervision  also  includes  the  development  of 
information  about  emerging  economic  conditions, 
such  as  weakening  real  estate  markets.  Analyses  per¬ 
formed  regularly  by  our  economists  in  the  Washington 
headquarters  and  environmental  analysts  in  each  dis¬ 
trict  office  help  define  the  depth  and  scope  of  regional 
and  national  systemic  risks.  When  such  trends  are 
identified,  the  OCC  can  direct  attention  to  specific 
activities  in  particular  groups  of  banks  known  to  be 
vulnerable  to  these  trends,  sometimes  before  prob¬ 
lems  develop. 

For  example,  because  of  increasing  participation  by 
banks  in  leveraged  buyouts  and  other  highly  leveraged 
transactions  (FILTs),  beginning  in  mid-1988  we  exam¬ 
ined  the  HLT  lending  practices  and  the  quality  of  the 
HLT  portfolios  of  national  banks  that  engage  in  that 
activity.  The  OCC  then  developed  guidelines  for  the 
evaluation  and  management  of  the  risks  associated 
with  this  type  of  lending.  We  continue  to  monitor  the 
conduct  of  this  activity  by  national  banks. 

Similarly,  because  of  our  concerns  about  softening 
commercial  and  residential  real  estate  markets  in  some 
cities,  in  1988  we  conducted  examinations  focused  on 
the  real  estate  lending  practices  of  national  banks  with 
large  real  estate  loan  exposures  in  those  geographic 
areas.  We  help  group  meetings  with  managers  and 
directors  of  a  large  number  of  banks  in  the  regions 
involved  to  sound  an  “early  warning''  about  trends  we 
were  observing.  Additionally,  we  met  with  managers 
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and  directors  of  the  individual  banks  where  our  findings 
raised  supervisory  concerns  We  are  continuing  to 
monitor  these  regional  markets  and  to  focus  our  analy¬ 
ses  on  potential  trouble  spots  a  year  or  more  ahead  of 
actual  problems 

Before  the  OCC  developed  its  current  method  of  bank 
supervision,  we  operated  on  a  calendar-driven  exami¬ 
nation  schedule  that  provided  for  periodic  examina¬ 
tions  of  every  national  bank  based  on  asset-size  and/or 
CAMEL  rating.  Those  examinations  took  several  forms, 
but,  for  the  most  part,  an  examination  meant  that  when 
the  schedule  indicated  that  a  bank  was  due  for  an 
examination,  a  group  of  examiners  went  into  a  bank 
and  completed  a  set  of  defined  procedures  that  were 
applied  to  every  bank.  Examiners  spent  much  time 
verifying  the  quality  of  assets.  They  went  through  indi¬ 
vidual  loan  accounts,  identified  problem  loans,  and 
brought  those  loans  to  the  attention  of  bank  managers. 
The  examiners  then  left  the  bank  with  instructions  to 
correct  loan  problems  they  had  identified  and  went  on 
to  the  next  examination.  This  approach  did  a  good  job 
of  identifying  the  problems  in  the  loan  accounts  after 
they  had  occurred,  but  did  not  necessarily  identify  the 
source  of  problem  loans.  In  addition,  it  provided  only  a 
snapshot  of  the  bank's  condition,  which  carried  over 
until  it  was  time  for  the  next  examination.  There  was  little 
ongoing  analysis  of  a  bank's  condition  between  exami¬ 
nations  except  for  those  banks  experiencing  sig¬ 
nificant  problems. 

That  method  of  supervision  was  adequate  when  the 
business  of  banking  was  simpler  When  the  economy 
was  more  stable  and  competition  was  moderate,  our 
problem  bank  list  was  short.  But  with  the  changes  that 
occurred  the  1980s,  it  became  more  difficult  to  detect 
risks  through  periodic  examinations  that  focused  al¬ 
most  exclusively  on  asset  quality.  Thus,  bank  super¬ 
visors  had  to  change.  The  important  change  in  the 
OCC’s  approach  can  be  summarized  as  follows:  we 
expect  bank  managers  to  employ  strong  management 
principles  and  to  identify  and  control  the  risks  inherent 
in  the  business  of  banking:  we  focus  our  attention  on 
reviewing  and  testing  the  systems  bank  managers  use 
to  assess  and  control  the  risks  they  assume  in  the 
course  of  business. 

In  the  area  of  loan  quality,  this  means  that  we  require 
bank  managers  to  identify  problem  loans.  Instead  of 
initially  conducting  a  detailed  review  of  individual 
loans,  OCC  examiners  first  test  the  policies  and  sys¬ 
tems  the  bank  employs  in  the  lending  area  Where 
testing  indicates  that  systems  are  inadequate,  we  re¬ 
view  a  bank's  assets  more  thoroughly  Our  objective  is 
to  ensure  that  the  root  causes  of  problems,  such  as 
poor  underwriting  standards,  untrained  staff,  and  weak 
collection  efforts  are  identifie  and  corrected  This  sys¬ 


tem  promotes  controls  that  work  every  day  to  appropri¬ 
ately  manage  risk  We  believe  that  in  this  manner  we 
can  not  only  identify  current  weaknesses,  but  also  have 
a  greater  likelihood  of  preventing  problems. 

Because  our  method  of  supervision  relies  heavily  on 
the  skills  of  our  work  force,  perhaps  the  most  serious 
challenge  the  OCC  faces  is  attracting  and  retaining 
experienced  staff.  Changes  in  our  training  problems 
and  in  our  recruiting  practices  have  enhanced  our 
efforts  to  develop  a  seasoned  work  force.  Our  training 
philosophy  and  practices  are  tailored  to  the  environ¬ 
ment  in  which  our  examiners  must  operate.  Examiners 
are  exposed  to  classroom,  computer-based,  corre¬ 
spondence,  and  on-the-job  training  that  emphasizes 
preparing  them  to  supervise  the  kinds  of  banks  that 
exist  in  their  particular  locales. 

Over  the  past  several  years,  we  have  developed  a 
recruitment  program  to  attract  candidates  with  experi¬ 
ence  in  the  financial  services  industry.  Before  1987, 
virtually  all  of  our  newly  recruited  examiners  came  to  us 
directly  after  graduating  from  college.  After  intensifying 
our  efforts  to  identify  and  hire  experienced  examiners, 
19  percent  of  our  new  examiners  hired  in  1987  had 
experience  in  the  financial  services  industry.  That 
number  rose  to  37  percent  in  1 988,  and  was  24  percent 
for  the  first  half  of  this  year.  We  also  adopted  a  more 
comprehensive  screening  process  for  our  campus 
recruitment  programs.  Emphasis  on  written  and  oral 
communication  skills  have  been  added  to  our  tra¬ 
ditional  search  for  academic  excellence  in  areas  such 
as  business,  finance,  and  accounting. 

I  am  optimistic  that  we  will  now  be  able  to  retain  a  larger 
number  of  our  trained  professionals.  Congress  took  an 
important  step  last  month  when  it  directed  the  OCC  to 
establish  a  pay  system  that  is  comparable  to  that  of 
other  federal  bank  regulators.  In  the  past  month,  we 
have  put  into  place  an  interim  compensation  plan 
which  began  the  process  of  making  our  wages  and 
benefits  comparable.  The  plan  encompasses  execu¬ 
tive  compensation,  geographic  differentials,  and  ad¬ 
justments  to  the  general  pay  schedule.  Over  the  next 
year,  we  will  make  permanent  changes  in  our  com¬ 
pensation  system  that  will  ensure  comparability  with 
the  other  bank  regulatory  agencies. 

In  addition  to  improvements  in  the  supervisory  process 
and  steps  that  will  raise  the  experience  level  of  our 
examiners,  the  OCC  has  undertaken  regulatory  in¬ 
itiatives  designed  to  reduce  the  potential  that  risks 
assumed  by  banks  will  adversely  affect  the  Bank  Insur¬ 
ance  Fund  Together  with  the  FDIC  and  Federal  Re¬ 
serve  Board,  we  have  adopted  new  capital  re¬ 
quirements  for  all  banks.  Beginning  at  year-end  1990, 
the  capital  requirements  for  banks  will  be  explicitly 
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related  to  the  risks  inherent  in  the  makeup  of  their 
assets  and  off-balance-sheet  activities.  At  the  same 
time,  these  standards  will  increase  minimum  equity 
capital  requirements  for  banks.  This  will  contribute  to  a 
continued  strengthening  of  tangible  capital  at  national 
banks. 

In  addition  to  requiring  that  banks  have  strong,  tangible 
capital,  supervisors  must  be  willing  to  act  to  close 
banks  that  cannot  survive  in  a  competitive  market.  Like 
other  businesses,  some  banks  fail.  Failures  are  not 
necessarily  a  reflection  of  the  quality  of  supervision  that 
banks  receive.  Indeed,  if  bank  supervisors  guaranteed 
that  even  the  poorest  management  was  able  to  suc¬ 
ceed,  the  banking  system  would  become  very  in¬ 
efficient.  What  we  must  do  is  allow  banks  to  fail,  but  in  a 
manner  that  minimizes  the  cost  to  society  and  to  the 
insurance  fund. 

One  step  we  have  proposed  in  this  regard  is  to  change 
the  rules  to  allow  us  to  declare  a  bank  insolvent  earlier 
than  we  do  now.  Current  OCC  practice  is  to  declare  a 
bank  insolvent  when  it  had  depleted  its  primary  capital. 
Under  the  definition  of  primary  capital  adopted  by  all 
three  federal  bank  regulatory  agencies  a  number  of 
years  ago,  a  bank’s  primary  capital  may  consist  of 
elements  other  than  equity,  such  as  the  loan  loss  re¬ 
serve.  The  OCC  has  proposed  a  regulation  that  would 
define  asset  insolvency,  and  the  time  a  national  bank 
would  be  closed,  as  the  point  when  its  equity  capital  is 
depleted.  This  would  be  consistent  with  our  increasing 
emphasis  on  equity  capital  and  would  reflect  more 
accurately  the  true  capital  position  of  a  national  bank. 
Most  importantly,  by  closing  banks  when  equity  is 
depleted,  the  exposure  to  the  Bank  Insurance  Fund 
from  losses  associated  with  a  bank  failure  would  be 
reduced. 

OCC  Enforcement  Practices 

Enforcement  actions  taken  by  bank  supervisors  can  be 
both  remedial  and  punitive  in  nature.  Most  are  reme¬ 
dial.  OCC’s  enforcement  actions  are  often  similar  to  a 
road  map,  laying  out  specific  guidelines  to  lead  a  bank 
back  to  a  safe  and  sound  condition.  The  severity  of  the 
enforcement  action  taken  depends,  in  large  part,  on 
the  commitment,  ability,  and  willingness  of  the  board  of 
directors  and  management  of  a  bank  to  deal  with  its 
problems.  For  example,  in  a  bank  where  the  board  and 
management  have  recognized  problems  and  are  will¬ 
ing  and  able  to  deal  with  them,  a  written  commitment  by 
the  board  might  be  sufficient.  On  the  other  hand,  when 
we  detect  a  lack  of  ability  or  desire  to  deal  with  prob¬ 
lems,  we  will  take  more  severe  action,  such  as  Formal 
Agreements  or  Cease  and  Desist  Orders.  We  also  have 
punitive  enforcement  actions  at  our  disposal,  which 


include  the  ability  to  assess  civil  money  penalties  and 
to  suspend  or  remove  officers  or  directors  from  a  bank 
Included  in  FIRREA  were  enhancements  to  our  en¬ 
forcement  authority,  particularly  with  respect  to  pun¬ 
itive  actions. 

The  number  of  enforcement  actions  taken  by  the  OCC 
generally  tracks  the  number  of  problem  national  banks. 
The  number  of  problem  banks  increased  markedly  for 
several  years  until  1986.  Since  1986,  the  number  of 
problem  banks  has  stabilized.  It  is  not  surprising,  then, 
that  the  number  of  new  enforcement  actions  peaked  at 
about  the  same  time.  As  of  June  30, 1 989,  the  OCC  had 
identified  approximately  314  national  banks  as  being 
problem  banks,  and  70  percent  of  those  .institutions 
were  subject  to  some  type  of  enforcement  action.  In 
addition,  33  of  those  banks  were  covered  by  an  um¬ 
brella  enforcement  action  in  place  at  the  holding  com¬ 
pany  level.  All  problem  banks,  including  those  not 
operating  under  an  enforcement  action,  are  typically 
subject  to  more  intensive  special  supervision,  involving 
more  frequent  monitoring  of  their  performance  and 
requiring  progress  reports  on  their  efforts  to  address 
weaknesses. 

In  line  with  the  changes  we  have  made  in  our  super¬ 
visory  process,  we  have  also  changed  our  approach  to 
initiating  enforcement  actions  over  the  past  several 
years.  Because  our  review  efforts  include  a  focus  on 
management  and  a  bank's  systems  of  control,  when  we 
find  weaknesses  in  those  areas  we  take  whatever 
steps,  including  enforcement  actions,  that  are  neces¬ 
sary  to  address  them  That  is  in  contrast  to  an  earlier 
policy  of  taking  enforcement  actions  only  after  prob¬ 
lems  had  clearly  manifested  themselves  in  bank  per¬ 
formance  data,  such  as  a  certain  percentage  of  classi¬ 
fied  assets,  the  volume  of  delinquent  or  nonperforming 
loans,  and  declining  earnings.  Thus,  we  do  not  wait 
until  a  bank  is  in  trouble  to  act,  and  a  significant  number 
of  our  enforcement  actions  are  taken  against  banks 
with  CAMEL  ratings  of  2  or  3.  Our  intent  is  to  keep  such 
banks  off  the  problem  list. 

One  constant  in  our  enforcement  policy  is  our  aggres¬ 
sive  pursuit  of  individuals  who  engage  in  abuses  of 
national  banks.  As  noted  in  the  October  1988  report 
on  efforts  to  combat  fraud  in  financial  institutions  issued 
by  the  House  Committee  on  Government  Operations, 
the  OCC  vigorously  uses  civil  money  penalties  and 
removal  or  suspension  actions  against  insiders  who 
abuse  their  positions  or  endanger  their  institutions. 

OCC  Chartering  Policies 

Effective  supervision  of  operating  banks  and  timely 
closing  of  those  that  become  insolvent  are  critical 
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elements  in  maintaining  a  healthy  deposit  insurance 
fund  A  sound  national  bank  chartering  policy  is  equally 
important 

The  OCC  is  charged  by  statute  to  evaluate  a  proposed 
bank's  earnings  prospects,  the  general  character  of  its 
proposed  management,  the  adequacy  of  its  capital 
structure,  the  convenience  and  needs  of  the  commu¬ 
nity  to  be  served,  and  compliance  with  the  National 
Bank  Act  and  the  Federal  Deposit  Insurance  Act.  In 
making  those  judgments,  the  OCC  must  strive  to  main¬ 
tain  a  competitive,  efficient,  and  sound  banking  sys¬ 
tem,  while  taking  into  consideration  the  future  effects 
on  the  insurance  fund 

With  20/20  hindsight,  we  all  know  now  that  conditions  in 
some  regional  banking  markets  have  changed.  Those 
changes  have  had  a  dramatic  impact  on  the  ability  of 
many  banks  —  both  new  and  established  —  in  those 
markets  to  survive  The  experience  of  the  early  1980s 
has  taught  us  some  important  lessons,  and,  although 
we  have  not  changed  our  chartering  policy,  we  have 
changed  our  procedures  for  implementing  it.  We  sub¬ 
ject  the  business  plans  for  a  proposed  national  bank  to 
a  "stress  test"  to  ensure  that  pro  forma  projects  are 
based  on  realistic  assumptions  and  are  not  overly 
ambitious.  We  require  the  organizers  to  have  in  place, 
at  the  time  a  new  national  bank  charter  is  granted, 
formal  written  policies  and  procedures  covering  the 
operation  of  the  bank,  including,  for  example,  lending 
standards  and  funds  management  procedures.  To 
help  ensure  that  a  new  bank  will  be  staffed  by  com¬ 
petent  management,  we  require  organizing  groups  to 
provide  information  on  their  proposed  chief  executive 
officer  as  part  of  their  application.  In  essence,  we 
expect  new  national  banks  to  be  well-capitalized,  to 
have  a  sound  operating  plan,  and  to  have  experienced 
management  capable  of  achieving  its  goals. 

In  the  past  several  years,  the  number  of  charters  we 
have  approved  has  declined.  The  number  of  appli¬ 
cations  for  national  bank  charters  has  also  fallen,  but 
the  quality  of  the  applications  that  we  now  receive  has 
improved.  I  believe  that  there  are  two  factors  influen¬ 
cing  these  trends.  As  it  becomes  increasingly  difficult 
for  new  entrants  to  make  a  profit  in  banking,  there  is 
less  interest  in  chartering  new  banks.  And  through 
pre-filling  meetings  among  OCC  staff  and  interested 
applicants,  we  inform  all  applicants  of  our  expec¬ 
tations  As  a  result,  we  have  found  that  those  who 
actually  apply  for  a  national  bank  charter  typically 
design  strong  operating  plans  that  demonstrate  a  rea¬ 
sonable  likelihood  of  success. 

Chartering,  Supervision,  and  Insurance 

As  I  stated  earlier,  chartering,  supervision,  and  bank 
closure  policies  are  all  important  elements,  not  only  in 


maintaining  the  health  of  the  deposit  insurance  fund, 
but  in  ensuring  a  safe  and  sound  banking  system. 
Some  have  questioned  whether  these  functions  should 
all  be  placed  within  the  same  agency;  others  have 
suggested  that  chartering  be  separated  from  super¬ 
vision.  There  are,  of  course,  theoretically,  many  options 
for  organizing  those  responsibilities 

Chartering,  supervision,  and  closure  of  insolvent  banks 
are  complementary  responsibilities.  The  focus  of  each 
is  to  ensure  a  healthy  and  competitive  banking  system. 
The  supervisor’s  view  is  that  the  business  of  banking  is 
the  business  of  taking  and  managing  risks.  And  when 
banks  are  unable  to  survive,  the  supervisor  must 
quickly  close  the  institution  to  minimize  the  cost  to  the 
insurer  and  make  investors  bear  the  risks. 

The  current  division  of  responsibilities  between  the 
supervisor  and  the  insurer  works  well,  and  I  believe  its 
maintainance  is  critical  to  the  long-term  health  of  the 
banking  industry.  It  guarantees  that  the  safety  of  the 
insurance  fund  will  be  balanced  against  the  need  to 
allow  competition  and  innovation  in  the  market  for 
financial  services.  One  objective  will  not  dominate  the 
other. 

The  charterer/supervisor  is  more  likely  to  be  receptive 
to  measures  that  will  increase  competition,  such  as 
entry  into  new  markets  or  new  lines  of  business,  even 
though  they  may  pose  business  challenges  for  indi¬ 
vidual  banks.  Similarly,  the  bank  supervisor  is  more 
likely  to  look  favorably  upon  innovations  that,  although 
they  entail  some  risks,  will  enable  banks  to  adapt  in  the 
long  run  to  changing  demands  for  financial  services. 

In  contrast,  a  deposit  insurer’s  most  immediate  —  and 
appropriate  —  objective  is  to  maintain  the  insurance 
fund  at  a  high  level.  The  best  environment  from  the 
perspective  of  the  insurer  would  be  a  banking  system 
in  which  there  were  no  failures,  so  that  the  insurance 
fund  would  never  shrink.  Thus,  the  insurer  naturally 
views  banking  activities  in  terms  of  the  threats  they  may 
pose  to  the  insurance  fund.  Consequently,  the  insurer’s 
instincts,  as  long  as  the  fund  is  solvent,  are  to  take  a 
more  conservative  approach  to  bank  supervision,  and 
to  tend  to  resist  innovative,  but  unproven,  products 
because  of  their  uncertain  effects  on  the  rate  of  bank 
failures. 

Obviously,  bank  supervisors  do  not  ignore  the  risks 
taken  by  insured  institutions.  The  OCC  recognizes  the 
potential  dangers  to  the  banking  system  and  the  insur¬ 
ance  fund  when  bankers  fail  to  manage  properly  the 
risks  they  assume.  In  fact,  it  is  arguably  our  more 
important  role,  in  preserving  the  safety  and  soundness 
of  the  banking  system,  to  close  promptly  institutions 
that,  despite  the  supervisor's  and  the  bank's  efforts, 
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have  become  insolvent.  In  that  way  we  can  ensure  that 
the  bank's  shareholders  and  uninsured  creditors, 
rather  than  the  Bank  Insurance  Fund  or  the  public,  bear 
most  of  the  losses.  Just  as  clearly,  the  supervisor’s 
chartering  responsibilities  will  not  inevitably  lead  it  to 
be  permissive  in  order  to  increase  the  value  of  charters. 
On  the  contrary,  we  know  that  lax  supervision  de¬ 
preciates  the  value  of  charters  and  penalizes  healthy, 
well-managed  institutions. 

In  my  view,  the  current  division  of  responsibilities  be¬ 
tween  the  deposit  insurer  and  bank  supervisors  strikes 
the  proper  balance  between  their  differing  roles.  For 
example,  as  Comptroller  of  the  Currency,  I  am  a  mem¬ 
ber  of  the  FDIC  Board  of  Directors.  That  body  provides 
a  formal  opportunity  to  shape  policies  that  balance  the 
interests  of  the  insurer  and  supervisor.  Additionally,  in 
our  chartering  activities,  the  OCC  is  required  to  take 
into  account  the  possible  effects  on  the  insurance  fund 
of  granting  a  new  national  bank  charter.  As  a  safeguard 
against  uncontrolled  supervisory  activity,  the  FDIC, 
upon  the  order  of  the  Board  of  Directors,  is  authorized 
to  examine  national  banks  and  state-chartered  banks 


that  are  members  of  the  Federal  Reserve  System  The 
FDIC  also  has  the  authority  to  terminate  deposit  insur¬ 
ance  in  a  state-chartered  or  national  bank 

Conclusion 

The  banking  business  has  undergone  radical  hange  in 
the  1980s.  Just  as  those  who  manage  banks  have  had 
to  adjust,  so  have  bank  supervisors.  The  OCC  has 
changed  the  emphasis  of  our  supervisory  efforts  from  a 
calendar-driven  snapshot  evaluation  of  a  bank's  loan 
and  investment  portfolio  to  regular  review  and  testing  of 
control  systems  for  all  of  a  bank's  risks.  The  result  is 
ongoing  supervision  of  each  national  bank.  Our  experi¬ 
ence  shows  that  with  this  approach  we  are  better  able 
to  detect  weaknesses  before  they  become  serious 
problems  and  to  respond  to  new  developments  when 
they  arise.  We  believe  that  our  methods  of  supervision, 
coupled  with  initiatives  to  increase  the  capital  positions 
of  banks  relative  to  the  risks  they  assume  and  to  ensure 
timely  closure  of  insolvent  banks,  will  help  maintain  the 
public  confidence  which  is  vital  to  the  proper  operation 
of  the  banking  system. 


Statement  of  Robert  L.  Clarke,  Comptroller  of  the  Currency,  before  the  House 
Subcommittee  on  Financial  Institutions  Supervision,  Regulation  and  Insurance  of 
the  Committee  on  Banking,  Finance  and  Urban  Affairs,  Washington,  D.C.,  Sep¬ 
tember  26,  1989 


Introduction 

Mr.  Chairman  and  members  of  the  Subcommittee,  I  am 
here  at  your  invitation  to  discuss  the  implications  of 
developments  in  the  European  Economic  Community 
for  the  U  S.  commercial  banking  industry.  As  the  prin¬ 
cipal  supervisor  of  national  banks  and  federally  li¬ 
censed  branches  of  foreign  banks,  the  Office  of  the 
Comptroller  of  the  Currency  (OCC)  supervises  a  num¬ 
ber  of  U.S. -based  banks  that  have  operations  in  the 
European  Community,  as  well  as  a  number  of  Federal 
branches  whose  home  country  is  located  in  Europe.  It 
is  our  job  to  make  sure  that  banks  under  our  super¬ 
vision  are  operated  in  a  safe  and  sound  manner  as  they 
respond  to  challenges  in  the  marketplace,  such  as 
those  that  will  result  from  the  economic  unification  of 
Western  Europe. 

We  are  pleased  to  see  this  Subcommittee  take  an 
active  interest  in  the  European  Community's  1992 
single  market  program  for  financial  institutions.  We 
agree  with  your  observation  that  a  strategy  that  will 
ensure  that  American  banks  remain  competitive  with 
those  of  the  European  Community  in  the  global  market 
for  financial  services  must  be  developed. 


The  European  Community's  movement  to  create  a 
single  European  market  of  the  current  12  member 
countries  has  significant  implications  for  the  U.S.  finan¬ 
cial  services  industry.  By  December  31,1 992,  virtually 
all  physical,  technical,  and  administrative  barriers  to 
the  free  movement  of  goods  and  services,  capital,  and 
people  among  European  Community  member  coun¬ 
tries  are  to  be  eliminated.  As  indicated  by  the  following 
table,  this  development  will  create  a  unified  market¬ 
place  of  more  than  320  million  consumers  in  an  econ¬ 
omy  roughly  equal  in  size  to  our  own,  served  by  finan¬ 
cial  institutions  operating  across  the  borders  of 
European  Community  member  states. 


United  States  and  European  Economic  Community 
Selected  Indicators 


Population 

Gross  Domestic  Product 
Banking  Assets* 


United  States 
244  million 
$4,473  billion 
$2,770  billion 


European 
Community 
324  million 
$4,288  billion 
$4,164  billion 


'Total  banking  assets  domiciled  in  the  country,  Dec  1988 
Source:  International  Monetary  Fund 
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The  OCC  supports  integration  of  the  European  market 
for  financial  services  Financial  integration  will  lead  to 
stronger  and  more  competitive  global  markets,  which 
can  ultimately  benefit  all  of  the  countries  involved  Our 
hope  is  that  the  single  European  market  will  be  struc¬ 
tured  in  a  manner  that  will  provide  equality  of  com¬ 
petitive  opportunity  for  banks  from  all  countries,  and 
that  the  European  community  will  avoid  any  actions  that 
might  limit  or  impede  access  to  that  market  by  Ameri¬ 
can  financial  firms.  That  would  correspond  to  U  S. 
policy,  which  has  been  to  permit  free  access  to  the  U  S. 
market  by  foreign  financial  services  companies.  We 
are  coordinating  our  efforts  to  achieve  this  goal  with  the 
Treasury  Department,  the  Federal  Reserve  Board,  the 
Securities  and  Exchange  Commission,  the  Commerce 
Department,  and  the  U.S.  Trade  Representative. 

In  my  testimony  today,  I  will  provide  some  background 
information  on  the  European  Community,  describe  how 
the  unification  process  has  evolved,  and  outline  briefly 
key  regulatory  issues  affecting  the  financial  sector.  I  will 
also  discuss  the  specific  effects  that  integration  of  the 
European  market  for  financial  services  is  likely  to  have 
on  U.S.  banks  Finally,  I  will  outline  how  the  Congress 
and  bank  supervisors  can  help  the  U.S.  financial  com¬ 
munity  compete  more  effectively  in  the  new  European 
market. 

European  Economic  Community  Moves 
Towards  Financial  Integration 

The  roots  of  “1992"  are  in  the  1957  Treaty  of  Rome, 
which  established  the  legal  framework  of  the  European 
Community.  The  treaty  had  as  its  first  two  objectives  an 
integrated  and  unrestricted  internal  market  for  goods 
and  the  free  movement  of  persons,  services,  and  capi¬ 
tal.  Those  are  the  same  principles  of  today's  1992 
single-market  program. 

The  European  Community  began  with  six  member 
countries:  France,  West  Germany,  Belgium,  Italy,  Lux¬ 
embourg,  and  the  Netherlands.  Denmark,  Ireland,  and 
the  United  Kingdom  joined  the  European  Community  in 
1 973:  followed  by  Greece  in  1981;  and,  most  recently, 
by  Spain  and  Portugal  in  1986,  bringing  the  total  num¬ 
ber  of  member  states  to  the  current  twelve.  That  total 
may  increase  in  the  near  future  The  six  countries  that 
constitute  the  European  Free  Trade  Association  (EFTA) 
Austria,  Finland,  Iceland,  Norway,  Sweden,  and 
Switzerland  —  may  individually  or  collectively  join  the 
European  Community  within  the  next  several  years. 
Indeed,  both  Austria  and  Turkey  (which  is  not  part  of 
the  EFTA)  have  applied  for  EC  membership. 

The  First  Banking  Directive 

The  European  Community's  First  Banking  Directive, 
issued  in  December  1977,  provided  for  the  coordi¬ 


nation  of  the  bank-licensing  laws  of  European  Commu¬ 
nity  member  states.  It  was  the  first  step  towards  the 
creation  of  a  fully  integrated  European  banking  system 
That  directive  established  the  right  of  any  bank  head¬ 
quartered  in  a  member  state  to  open  branches  in  any 
other  member  state.  The  host  state  could  impose  ad¬ 
ditional  requirements  on  banks  operating  within  its 
borders,  but  it  could  not  deny  a  license  simply  because 
the  applicant  was  a  foreign  bank. 

The  Second  Banking  Directive 

The  Second  Banking  Directive,  expected  to  be  con¬ 
sidered  for  adoption  by  the  Council  of  Ministers  by  the 
end  of  1989  or  early  1990,  is  the  principal  vehicle  for 
achieving  the  unification  of  European  banking.  This 
directive,  which  has  an  effective  date  of  January  1, 
1993,  has  three  principal  elements:  a  single  banking 
license,  mutual  recognition,  and  home  country  control. 

The  single  banking  license  provides  that  once  a  bank  is 
chartered  by  a  European  Community  member  state 
(the  "home"  country),  it  is  authorized  to  open  branches 
in  any  other  member  state  (the  “host"  country)  and  to 
provide  banking  services  in  the  host  country  without 
obtaining  the  permission  of  the  host  government. 

Furthermore,  the  Second  Banking  Directive  estab¬ 
lishes  a  bank’s  right,  subject  only  to  the  approval  of  its 
home  state,  to  provide,  throughout  the  Community, 
certain  specified  financial  services  which  the  directive 
characterizes  as  “integral  to  banking."  The  list  includes 
deposit-taking  and  lending,  financial  leasing,  pay¬ 
ments  services,  and  underwriting  and  trading  in  a  wide 
range  of  securities  and  other  financial  instruments. 
(The  entire  list  of  services  is  provided  in  an  appendix  to 
this  statement.)  If  a  bank  is  authorized  to  offer  any  of 
these  services  in  its  home  state,  it  will  also  be  able  to 
offer  them  in  all  EC  host  countries.  It  can  do  so  even  if 
the  host  state  prohibits  its  own  banks  from  offering  that 
service  in  its  domestic  market. 

Some  member  states  currently  authorize  their  banks  to 
offer,  in  their  domestic  markets,  services  that  do  not 
meet  the  EC’s  definition  of  "integral  to  banking."  Mem¬ 
ber  states  can  continue  to  authorize  these  broader 
powers  after  the  directive  becomes  effective.  Their 
right  to  authorize  banking  powers  in  a  host  country, 
however,  extends  only  to  those  services  that  are  “in¬ 
tegral  to  banking"  as  the  EC  defines  the  terms. 

The  Second  Banking  Directive  (if  adopted  by  the  Coun¬ 
cil  of  Ministers)  will  govern  the  subsidiaries  of  U.S.  (and 
other  nonmember  state)  banks  chartered  in  EC  coun¬ 
tries.  (The  term  "subsidiary,"  as  used  in  the  directive, 
applies  to  direct  subsidiaries  of  a  U.S.  bank  as  well  as 
to  bank  affiliates  under  a  common  holding  company  )  It 
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grants  the  same  authority  and  powers  to  European 
subsidiaries  of  U  S  banks  that  it  grants  to  the  banks  of 
EC  member  states.  In  other  words,  a  European  sub¬ 
sidiary  of  a  U.S.  bank  would  be  entitled  to  a  single 
banking  license  conferring  authority  to  offer  banking 
services  throughout  the  European  Community.  It  could 
offer  any  service  that  is  “integral  to  banking”  authorized 
by  the  EC  country  in  which  it  is  chartered. 

Overseas  subsidiaries  of  U.S.  banks  are,  however, 
subject  to  the  restrictions  of  the  Federal  Reserve 
Board’s  Regulation  K,  which  governs  the  overseas 
investments  and  activities  of  U.S.  banking  companies. 
In  particular,  Regulation  K  prohibits  individual  under¬ 
writing  commitments  greater  than  $2  million  or  20  per¬ 
cent  of  the  issurer's  capital.  This  limitation  could  seri¬ 
ously  restrict  the  participation  of  U.S.  banks  in  the 
underwriting  of  European  securities.  (Regulation  K  also 
prohibits  certain  financial  services,  such  as  most  forms 
of  insurance  underwriting,  that  are  not  authorized  by 
the  single  banking  license  but  that  are  permitted  do¬ 
mestically  by  some  EC  member  states.) 

European  branches  of  U.S.  banks  would  not  qualify  for 
a  single  banking  license;  they  would  be  required  to 
apply  separately  for  banking  authority  in  each  country 
in  which  they  operate  and  would  continue  to  be  subject 
to  the  domestic  restrictions  of  the  host  country,  in¬ 
cluding  requirements  for  independent  capitalization. 
This  is  in  contrast  to  treatment  of  member  state  banks, 
which  are  not  required  to  operate  through  separately 
incorporated  subsidiaries  in  other  member  states  in 
order  to  engage  in  cross-border  banking,  and  are 
therefore  spared  the  need  to  separately  capitalize  for¬ 
eign  operations. 

The  second  principal  element  of  the  Second  Banking 
Directive,  mutual  recognition,  refers  to  the  harmon¬ 
ization  of  prudential  and  supervisory  standards 
throughout  the  European  Community,  including  the 
adoption  of  uniform  capital  adequacy  standards.  (The 
harmonization  of  capital  standards  is  proceeding  in 
general  conformance  with  supervisory  standards  be¬ 
ing  negotiated  and  implemented  by  the  Basle  Commit¬ 
tee  on  Banking  Supervision.)  Harmonization  will  pro¬ 
vide  the  basis  for  mutual  recognition  of  the  national 
supervisory  systems  of  the  various  member  states. 
Members  of  the  EFTA,  particularly  Austria  and  Sweden, 
are  also  moving  to  harmonize  their  financial  market 
regulations  with  those  of  the  European  Community. 

Finally,  home  country  control  means  that  the  host- 
country  operations  of  a  bank  chartered  in  the  European 
Community  (including  a  European  subsidiary  of  U.S. 
banks)  would  be  regulated  by  the  banking  authorities 
of  its  home  country.  The  principal  exception  would  be 
rules  relating  to  monetary  policy  and  the  monitoring  of 


bank  liquidity,  which  would  continue  to  be  the  respon¬ 
sibility  of  the  host  country  Host  country  authorities 
would  also  retain  the  right  to  conduct  inspections  of 
banks  operating  within  their  borders 

Reciprocity  in  the  Second  Banking  Directive 

From  the  point  of  view  of  the  United  States,  the  most 
controversial  aspect  of  the  Second  Banking  Directive  is 
the  possibility  that  a  bank  from  outside  the  European 
Community  could  be  denied  a  single  banking  license 
unless  that  bank's  home  country  extended  the  same 
basic  powers  to  European  banks  that  the  European 
Community  granted  to  its  banks  under  the  Second 
Banking  Directive.  In  fact,  the  original  draft  of  the  di¬ 
rective  provided  for  “mirror-image"  reciprocity. 

The  Administration's  concern  has  been  that  mirror- 
image  reciprocity  could  be  used  to  prevent  U.S.  bank¬ 
ing  firms  from  doing  business  in  Europe  on  an  equal 
footing  with  European  banks.  Mirror-image  reciprocity 
could  be  invoked  to  discriminate  against  U.S.  banks  on 
two  grounds.  First,  the  Glass-Steagall  Act  does  not 
permit  banks  operating  in  the  United  States  the  same 
powers  that  European  banks  exercise  at  home  And 
second,  state  branching  restrictions  and  the  McFad- 
den  Act  prevent  banks  in  the  United  States  from  bran¬ 
ching  to  the  extent  that  the  single  banking  license  will 
permit  banks  in  the  European  Community  to  branch 

Recent  amendments  to  the  proposed  Second  Banking 
Directive  reflect  a  less  restrictive  treatment  of  non- 
European  Community  banks.  The  latest  version  of  the 
directive  replaces  mirror-image  reciprocity  with  re¬ 
ciprocal  national  treatment. 

•  National  treatment  is  the  policy  of  granting  for¬ 
eign  banks  the  same  rights  and  opportunities 
that  are  provided  to  domestic  banks. 

•  Reciprocal  national  treatment  means  that  the 
European  Community  will  offer  national  treat¬ 
ment  to  U.S.  banks  if  the  United  States  provides 
national  treatment  to  European  Community 
banks. 

Although  the  recent  amendments  are  welcomed,  we 
remain  concerned  that  the  Second  Banking  Directive 
continues  to  reflect  to  some  degree  the  concept  of 
reciprocity.  The  European  Commission  (which  serves 
as  the  Community’s  executive  branch)  is  still  em¬ 
powered  to  suspend  licensing  of  banks  from  a  non-EC 
country  that  in  its  opinion  does  not  provide  "national 
treatment  offering  the  same  competitive  opportunities 
as  are  available  to  domestic  credit  institutions”  or  in 
which  “the  conditions  of  effective  market  access  are 
not  fulfilled  "  We  are  concerned  about  the  vagueness  of 
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this  language,  which  might  be  used  to  reintroduce 
elements  of  mirror-image  reciprocity  into  the  interpreta¬ 
tion  of  the  Second  Banking  Directive,  and  thereby  to 
restrict  entry  of  U  S  banks  into  the  European  market 
after  1992 

From  the  United  States  point  of  view,  the  best  outcome 
would  be  application  of  an  unconditional  policy  of 
national  treatment,  as  practiced  in  the  United  States. 
U  S  bank  supervisors  permit  all  foreign  banks  to  oper¬ 
ate  in  the  United  States  on  the  same  terms  and  subject 
to  the  same  restrictions  that  apply  to  U  S  banks.  This 
policy  is  not  made  contingent  on  a  foreign  country's 
granting  similar  terms  to  U  S.  banks  that  operate  within 
its  borders  We  will  continue  to  advocate  adoption  of 
the  same  unconditional  standard  of  national  treatment 
by  the  European  Community 

We  may  soon  have  another  forum  for  resolving  these 
issues  Financial  services  are  being  discussed  for  the 
first  time  for  inclusion  in  the  Uruguayan  Round  of  the 
General  Agreement  on  Tariffs  and  Trade  (GATT)  nego¬ 
tiations.  The  OCC  is  doing  what  it  can  to  assist  the 
Treasury  Department  and  the  U.S.  Trade  Representa¬ 
tive  in  these  negotiations. 

Further  Steps  Towards  European  Financial  Integration 

Three  other  EC  directives  provide  for  integration  in 
sectors  closely  related  to  banking.  The  Capital  Move¬ 
ments  Directive,  issued  on  June  24,  1988,  removes 
almost  all  restrictions  on  transfers  on  capital  between 
persons  residing  in  the  European  Community.  The 
Investment  Services  Directive,  proposed  on  December 
14,  1988,  creates  the  same  unified  licensing  and 
supervisory  structure  for  investment  firms  that  the  Sec¬ 
ond  Banking  Directive  creates  for  banks.  And  the  di¬ 
rective  that  covers  undertakings  for  collective  invest¬ 
ment  in  transferable  securities,  which  became  effective 
in  July  1 989,  allows  an  open-ended  mutual  fund  author¬ 
ized  in  one  European  Community  member  state  to 
operate  and  market  in  any  other  member  state. 

The  Effects  of  European  Financial 
Integration  on  U.S.  Banks 

The  integration  of  the  European  banking  industry  is 
likely  to  affect  U.S  banks  in  two  distinct  ways.  First,  it 
will  expand  the  opportunities  of  U.S.  banks  to  compete 
in  the  European  market  for  financial  services.  Second, 
it  will  alter  the  nature  of  the  competition  that  U.S.  banks 
face  in  Europe  and  the  United  States. 

U.S.  Opportunities  in  European  Banking 

Assuming  that  the  European  Community  does  not  in¬ 
yoke  mirror  image  reciprocity  to  restrict  the  licensing  of 


nonmember  state  banks  —  a  possibility  that  I  will 
return  to  shortly  —  implementation  of  the  Second  Bank¬ 
ing  Directive  at  the  end  of  1992  will  greatly  expand  the 
opportunities  for  banks  from  all  countries,  including  the 
United  States,  to  compete  in  the  European  market  for 
financial  services.  The  directive  gives  a  European  sub¬ 
sidiary  of  a  U.S.  bank  the  same  powers  that  are  avail¬ 
able  to  European  banks.  Once  the  subsidiary  has  been 
licensed  by  any  European  Community  country,  it  will  be 
authorized  to  branch  across  borders  throughout  the 
Community  without  the  need  for  any  additional  author¬ 
ization  and,  subject  to  the  limitations  of  Federal  Re¬ 
serve  Board  Regulation  K,  to  market  a  broad  range  of 
financial  services,  including  some  services  that  banks 
are  not  permitted  to  offer  in  the  United  States. 

To  gain  these  opportunities,  a  U.S.  bank  will  have  to 
operate  in  Europe  through  a  separately  incorporated 
foreign  subsidiary.  Direct  branching  into  Europe,  which 
currently  accounts  for  three-quarters  of  the  $1 76  billion 
of  U.S.  banking  assets  in  Europe,  will  probably  be  used 
less  extensively  after  1992,  since  European  branches 
of  a  U.S. -licensed  bank  will  continue  to  be  governed  by 
the  more  restrictive  First  Banking  Directive.  Many  U.S. 
banks  currently  operate  through  foreign  subsidiaries 
voluntarily,  however,  and  it  is  not  immediately  clear 
whether  banks  that  currently  branch  into  Europe  would 
find  it  inconvenient  or  costly  to  operate  through 
subsidiaries. 

Since  cross-border  banking  powers  will  be  limited  to 
those  permitted  by  the  home  country,  U.S.  banks  (and 
other  “third-country”  banks)  will  tend  to  locate  their 
subsidiaries  in  the  European  country  that  permits  the 
broadest  range  of  banking  services.  One  would  not 
expect  the  advantages  of  locating  in  one  country  rather 
than  another  to  persist,  however.  Any  member  state 
that  restricted  the  range  of  services  that  it  permitted  its 
domestic  banks  would  thereby  discourage  its  own 
development  as  an  international  banking  center.  It 
would  also  handicap  its  banks  in  competing  for  busi¬ 
ness  in  other  member  states.  Over  a  period  of  time, 
these  factors  should  lead  the  various  member  states  to 
converge  on  the  broadest  set  of  permissible  banking 
powers  allowed  by  European  Community  rules. 

Competition  from  European  and  Other  Foreign  Banks 

Although  U.S.  banks  will  enjoy  expanded  powers  in 
Europe,  they  can  expect  to  face  increased  competition 
from  European  banks  (and  from  Japanese  and  other 
foreign  banks),  which  will  also  take  advantage  of 
expanded  powers. 

The  removal  of  all  barriers  on  cross-border  branching 
will  probably  result  in  some  retail  consolidation  in 
Europe  The  effect  that  this  will  have  on  U.S.  banks 
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operating  in  Europe  is  uncertain.  With  few  exceptions, 
U.S.  banks  have  avoided  European  retail  banking  in 
recent  years,  but  the  size  and  potential  profitability  of 
the  European  retail  market  is  considerable.  Therefore, 
stiffer  competition  for  retail  business  in  Europe  could 
ultimately  be  an  important  issue  for  U.S.  banks  that  are 
in  or  are  considering  entry  into  that  market. 

We  can  also  expect  to  see  some  increase  in  the  rate  of 
mergers  and  acquisitions  on  the  part  of  European 
banks  as  1992  approaches.  This  consolidation  activity 
is  a  logical  outgrowth  of  the  economies  of  scale  that 
banking  offers  and  includes  not  only  cross-border  ac¬ 
quisition  but  also  national  mergers  and  acquisitions, 
such  as  the  anticipated  merger  of  all  of  West  Ger¬ 
many's  Landesbanks  (state-owned  banks). 

The  elimination  of  national  barriers  to  banking  activities 
will  make  possible  the  creation  of  very  large  sup¬ 
ranational  European  banks.  Just  how  far  this  trend  will 
proceed  is  difficult  to  predict.  Several  factors  may 
moderate  the  pace  of  mergers  and  acquisitions,  in¬ 
cluding  state  ownership  and  control  of  financial  insti¬ 
tutions  in  several  European  Community  countries,  cul¬ 
tural  opposition  to  unfriendly  takeovers,  and  the  impact 
of  minimum  capital  requirements.  Nevertheless,  it 
seems  likely  that  the  United  States  will  face  competition 
from  fewer  and  larger  European  banks,  as  well  as  from 
a  growing  number  of  large  Japanese  banks  doing 
business  in  Europe.  Some  of  these  banks  will  be  con¬ 
siderably  larger  in  absolute  size  than  the  largest  U.S. 
banks.  (The  French  Credit  Agricole  already  has  a 
larger  dollar  volume  of  assets  than  Citicorp,  and  is  now 
the  largest  non-Japanese  bank  in  the  world.) 

While  the  number  of  banks  in  each  country  may  de¬ 
crease,  the  geographic  extent  of  the  market  in  which 
they  compete  will  expand.  The  net  effect  is  likely  to  be 
an  increase  in  competition  for  financial  products  and 
services. 


Effects  on  the  Competitiveness  of  U.S.  Banks 

European  financial  integration  may  exacerbate  the 
costs  that  Glass-Steagall  restrictions  impose  on  U.S. 
banks.  Although  U.S.  banks,  like  their  European  com¬ 
petitors,  will  be  permitted  to  underwrite  securities  in 
Europe,  U.S.  banks  will  be  prohibited  by  Glass- 
Steagall  restrictions  from  marketing  European  securi¬ 
ties  in  their  home  market  (the  United  States),  where 
their  principal  pool  of  investors  is  located.  European 
banks  will  be  subject  to  no  such  restrictions  in  market¬ 
ing  securities  in  their  home  markets.  Access  to  a  pool  of 
investors  is  an  important  ingredient  in  successfully 
underwriting  securities.  The  difficulties  involved  in  de¬ 
veloping  relationships  with  a  new  set  of  European 


clients  could  significantly  disadvantage  U  S  banks 
competing  in  the  European  securities  market 

U.S.  Response  to  European  Financial 
Integration 

Unconditional  National  Treatment 

The  Administration’s  immediate  concern  is  to  ensure 
that  the  European  market  for  financial  services  remains 
open  to  U.S.  banks.  The  Second  Banking  Directive  is 
not  yet  final,  and  the  European  Community  has  not 
made  a  definitive  statement  of  how  it  will  treat  non- 
European  Community  trading  partners.  While  recent 
pronouncements  have  been  reassuring,  there  is  al¬ 
ways  the  possibility  that  protectionist  pressures  in 
European  countries  could  result  in  movement  away 
from  the  approach  currently  being  followed  in  the  fi¬ 
nancial  services  directives. 

We  remain  opposed  to  the  concept  of  reciprocity  in 
financial  services  regulation,  and  hope  that  the  Second 
Banking  Directive  provides  for  unconditional  national 
treatment  in  the  unified  European  market.  Is  the  best 
way  to  ensure  an  open  market. 

If  the  Second  Banking  Directive  retains  the  policy  of 
reciprocal  national  treatment  embodied  in  its  current 
draft,  we  should  be  prepared  to  deal  with  questions 
raised  by  the  European  Commission  concerning  spe¬ 
cific  provisions  of  federal  and  state  banking  law  that  the 
European  Commission  believes  depart  from  national 
treatment. 

In  general,  federal  law  (the  McFadden  Act  and  the 
Bank  Holding  Company  Act),  imposes  the  same  re¬ 
strictions  on  European  (and  other  foreign)  banks  as  on 
U.S.  banks  and  bank  holding  companies.  Questions 
could  be  raised,  however,  about  the  equality  of  treat¬ 
ment  of  foreign  banks  under  a  few  federal  regulations 
For  example,  Europeans  point  to  the  fact  that  the  Fed¬ 
eral  Reserve  Board  limits  daylight  Fedwire  overdrafts  of 
U.S.  banks  to  a  fixed  percentage  of  their  worldwide 
capital,  while  overdrafts  of  foreign  banks  are  limited  to 
a  percentage  of  their  U.S.  capital  equivalency,  which  is 
considerably  less  than  their  worldwide  capital.  Strictly 
speaking,  this  could  be  construed  as  a  departure  from 
national  treatment.  It  remains  true,  however,  that  the 
overwhelming  majority  of  federal  banking  laws  and 
regulations  are  fully  consistent  with  national  treatment 

The  more  significant  disparities  between  U.S  treat¬ 
ment  of  domestic  and  foreign  banks  occur  at  the  state 
rather  than  the  federal  level.  Several  states  —  Florida, 
New  Jersey,  and  Virginia,  for  example,  and  the  District 
of  Columbia  —  restrict  entry  by  foreign  bank  holding 
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companies  In  other  instances,  regional  banking  com¬ 
pacts  exclude  participation  by  foreign  banks. 

Our  understanding  from  statements  made  by  Sir  Leon 
Brittan,  the  EC  Commissioner  for  Competition,  is  that 
the  European  Community  does  not  currently  regard 
these  restrictions  as  a  ma)or  concern.  While  both  we 
and  the  European  Community  would  like  to  see  state 
restrictions  on  foreign  banks  removed,  the  restrictions 
are  sufficiently  limited  that  they  do  not  represent  a 
denial  of  effective  market  access  on  the  part  of  the 
United  States.  Therefore,  we  do  not  expect  the  Euro¬ 
pean  Community  to  use  them  as  a  basis  for  restricting 
U.S.  access  to  the  European  market. 

Increasing  the  Competitiveness  of  U.S. 

Banks 

While  our  most  immediate  concern  may  be  to  ensure 
continued  access  by  U.S.  banks  to  the  European  bank¬ 
ing  market,  we  should  also  consider  whether  European 
financial  integration  reveals  weaknesses  in  our  bank¬ 
ing  system  which,  if  remedied,  would  increase  the 
efficiency  of  the  U.S.  banking  industry  at  home  and  its 
competitiveness  abroad. 

Glass-Steagall  Reform 

As  you  noted  in  your  August  3,  1989,  statement,  Mr. 
Chairman,  developments  in  Europe  argue  strongly  in 
favor  of  the  U.S.  developing  a  national  strategy  for 
meeting  the  coming  challenges  in  the  global  market  for 
financial  services.  I  believe  that  one  major  ingredient  in 
that  strategy  should  be  the  relaxation  of  barriers  be¬ 
tween  investment  banking  and  commercial  banking. 

In  recent  years,  the  Congress  has  seriously  considered 
a  number  of  proposals  that  would  have  eliminated 
Glass-Steagall  restrictions.  The  OCC  has  strongly 
supported  those  efforts.  It  is  my  hope  that  the  European 
Community’s  move  to  permit  banks  to  offer  directly  the 
services  listed  in  the  Second  Banking  Directive  will 
provide  a  strong  impetus  for  the  relaxation  of  restric¬ 
tions  on  banks  in  the  United  States.  As  I  have  testified 
on  numerous  occasions,  the  removal  of  barriers  be¬ 
tween  investment  banking  and  commercial  banking 
would  benefit  consumers  of  financial  services  and 
would  provide  new  ways  for  financial  institutions  to 
diversify  their  sources  of  income. 

New  powers  do  not  necessarily  lead  to  greater  risks  for 
banks  or  for  the  insurer  of  banks  The  risks  involved  in 
underwriting  securities,  for  example,  are  no  greater, 
and  often  are  less,  than  those  related  to  syndicating 
certain  types  of  loans  In  fact,  greater  opportunities  in 
the  securities  business  would  provide  banks  the  ability 


to  diversify  risk,  thus  strengthening  their  balance 
sheets. 

The  universal  banking  structure  that  will  prevail  in 
Europe  after  1992  may  not  be  fully  adaptable  to  the 
U.S.,  and  I  am  not  advocating  a  hasty  adoption  of  that 
model.  There  are  significant  differences  between  our 
financial  system  and  the  systems  of  some  European 
countries.  Those  countries  typically  have  far  fewer 
financial  institutions  than  the  United  States,  a  central 
bank  that  is  more  closely  and  informally  involved  in  the 
affairs  of  its  financial  institutions,  and  a  system  of  de¬ 
posit  insurance  that  involves  less  explicit  government 
guarantees.  Other  structures,  including  conducting 
activities  in  insulated  bank  subsidiaries  or  through 
affiliates,  may  more  appropriately  fit  the  U.S.  banking 
system  and  certainly  should  be  considered. 

If  we  fail  to  address  these  critical  issues,  the  United 
States  may  find  in  a  few  years  that  it  is  the  only  Western 
industrial  country  that  maintains  a  strict  separation 
between  commercial  and  investment  banking  and  that, 
as  a  consequence,  our  financial  institutions  are  weaker 
competitors  than  theirforeign  counterparts.  In  addition, 
this  separation  handicaps  our  own  markets  because  it 
perpetuates  a  less  efficient  system  of  capital  dis¬ 
tribution.  Both  of  these  factors  argue  in  favor  of  a 
comprehensive  reexamination  of  the  segregation  of 
our  financial  services  industry. 

Interstate  Banking 

The  European  example  also  provides  an  opportunity  to 
consider  the  wisdom  of  the  geographic  constraints 
placed  on  banks  in  the  United  States.  While  a  number 
of  state  legislatures  have  taken  the  initiative  in  recent 
years  to  relax  restrictions  on  interstate  banking,  the 
legal  structure  for  the  U.S.  banking  system  remains  on 
the  whole  considerably  more  fragmented  than  that  of 
virtually  any  other  industrialized  country. 

The  removal  of  geographic  barriers  to  banking  would 
have  several  advantages.  Most  importantly,  con¬ 
sumers  of  financial  services  would  benefit  from  greater 
efficiencies  in  banks’  provisions  of  financial  services. 
Additionally,  removal  of  geographic  barriers  would 
allow  banks  greater  opportunities  for  diversification  of 
risk;  reduce  the  competitive  inequities  between  banks 
and  other  providers  of  financial  services,  which  typi¬ 
cally  do  not  face  similar  geographic  constraints;  and 
facilitate  the  efficient  flow  of  capital  from  areas  of  ex¬ 
cess  deposits  to  areas  of  excess  loan  demand. 

Conclusion 

In  my  view,  the  European  Community’s  single-market 
program  should  be  viewed  not  as  a  threat  but  as  an 
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opportunity.  It  wili  permit  a  broad  expansion  of  the 
scope  of  services  offered  by  U.S.  banks  in  Europe.  Our 
efforts  should  be  focused  on  ensuring  that  the 
European  Community  does  not  erect  barriers  that  im¬ 
pede  U.S.  access  to  the  European  market,  and  on 
creating  a  domestic  regulatory  environment  that  per¬ 
mits  U.S.  banks  to  compete  effectively  and  safely. 

Appendix 

The  European  Community’s  Second  Banking  Directive 
lists  the  following  banking  activities  which  are  “integral 
to  banking"  and  for  which,  therefore,  the  single  banking 
license  may  be  valid: 

1.  Acceptance  of  deposits  and  other  repayable 
funds  from  the  public 

2.  Lending  (including  inter  alia:  consumer  credit, 
mortgage  credit,  factoring  with  or  without  re¬ 
course,  and  finance  of  commercial  transactions 
[including  forfeiting]) 

3.  Financial  leasing 

4  Money  transmission  services 

5.  Issuing  and  administering  means  of  payments 
(e.g.,  credit  caras,  travellers’  checks  and  bankers' 
drafts) 


6.  Guarantees  and  commitments 

7.  Trading  for  own  account  or  for  account  of  cus¬ 
tomers  in: 

(a)  money  market  instruments  (checks,  bills,  CDs, 
etc.) 

(b)  foreign  exchange 

(c)  financial  futures  and  options 

(d)  exchange  and  interest  rate  instruments 

(e)  transferable  securities 

8.  Participation  in  share  (securities)  issues  and  the 
provision  of  services  related  to  such  issues 

9.  Advice  to  undertakings  on  capital  structure,  indus¬ 
trial  strategy  and  related  questions,  and  advice 
and  services  relating  to  mergers  and  the  purchase 
of  undertakings 

10.  Money  brokering 

11.  Portfolio  management  and  advice 

12.  Safekeeping  and  administration  of  securities 

13.  Credit  reference  services 

14.  Safe  custody  services 


Remarks  by  Robert  L.  Clarke,  Comptroller  of  the  Currency,  before  the  Business  & 
Law  Forum,  Washington,  D.C.,  October  2,  1989 


“The  Three  Percent  Solution” 

Several  years  ago,  a  fellow  was  introduced  at  a  meet¬ 
ing  like  this  one  as  the  most  gifted  businessman  in  the 
country  —  evidenced  by  the  fact  that  he  had  made  a 
billion  dollars  in  Texas  oil  When  he  rose  to  speak,  he 
was  a  bit  embarrassed.  He  said  he  felt  compelled  to 
correct  the  record  —  to  state  the  facts: 

"It  wasn’t  oil  .  .  .  it  was  coal.  It  wasn’t  Texas  ...  it  was 
Pennsylvania.  It  wasn’t  a  billion  ...  it  was  a  hundred 
thousand.  It  wasn't  me,"  he  said,  “it  was  my  brother 
And  he  didn’t  make  it ...  he  lost  it.”  That  was  a  fairly  big 
misrepresentation  of  the  facts. 

Today  I  know  how  that  fellow  must  have  felt.  Much  has 
been  said  and  written  lately  about  a  position  that  the 


Office  of  the  Comptroller  of  the  Currency  has  taken 
Much  has  been  said  and  written  about  a  guideline  we 
have  proposed.  And  much  of  what  has  been  said  and 
written  is  wrong. 

I  used  to  think  Kopcha’s  Rule  of  Reality  was  funny.  That 
rule  reads:  “Often  the  smartest  thing  to  do  is  the  most 
obvious  thing  to  do  —  it  is  also  often  the  hardest  thing  to 
sell.”  After  my  experience  of  the  last  several  weeks,  I 
think  Kopcha's  Rule  is  profound. 

We  at  the  OCC  are  trying  to  do  the  smartest  thing  —  it's 
the  obvious  thing  to  do  —  and  it’s  the  hardest  thing  to 
sell  Why?  Unfortunately,  the  issue  involved  is  highly 
complex,  and,  thus,  highly  vulnerable  to  unintentional 
misunderstanding  and  intentional  misrepresentation 
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it  s  easy  to  see  why  technical  matters  are  so  highly 
vulnerable  to  misunderstanding  Even  the  simpler 
things  of  life  can  lead  to  confusion,  as  a  friend  of  mine 
named  Lester  found  out  on  his  first  date  He  changed  a 
rite  of  passage  into  a  West  Texas  legend  After  taking  in 
a  movie,  he  and  his  date  went  to  the  local  Dairy  Queen 
When  the  young  lady  ordered  a  banana  split,  Lester 
said  in  a  loud  voice  “Go  ahead  and  give  her  the  whole 
thing  —  I  can  afford  it." 

It's  easy  to  see  why  any  matter  —  complex  or  simple  — 
is  vulnerable  to  unintentional  misunderstanding.  But 
intentional  misrepresentation  is  another  matter  Today 
I’d  like  to  set  the  record  straight  on  what  the  OCC  is 
seeking  to  accomplish.  Today  I'd  like  to  state  the  facts 
-  as  complex  as  they  are  —  and  to  put  them  into  the 
correct  perspective. 

At  the  heart  of  the  Financial  Institutions  Reform,  Recov¬ 
ery  and  Enforcement  Act  is  a  requirement  that  savings 
and  loan  associations  meet  capital  requirements  at 
least  as  stringent  as  those  the  OCC  imposes  on  na¬ 
tional  banks. 

Why  capital  requirements7  Because  a  lack  of  real 
capital  was  one  of  the  main  causes  of  the  recent  crisis 
in  the  thrift  industry. 

Why  did  Congress  make  our  standards  the  model  for 
the  thrifts?  When  it  comes  to  capital  supervision,  the 
OCC  has  credibility  on  Capitol  Hill.  We  have  credibility 
on  capital  supervision  because  the  members  of  Con¬ 
gress  believe  that  we  know  what  we  are  doing.  They 
trust  our  judgment.  And  the  members  of  Congress 
believe  that,  in  establishing  capital  standards,  we 
would  never  act  against  the  public  interest.  They  trust 
our  integrity. 

As  you  all  know,  several  years  ago,  the  OCC,  the 
Federal  Reserve  Board,  the  Federal  Deposit  Insurance 
Corporation  and  the  central  banks  and  finance  minis¬ 
tries  of  other  industrialized  countries  —  including 
Britain,  West  Germany,  and  Japan  —  began  to  work 
together  to  create  a  common  system  of  capital  regu¬ 
lation  for  the  commercial  banks  we  all  supervise. 

This  common  system  would  be  based  on  the  principle 
that,  the  more  risk  the  bank  assumed  in  structuring  its 
business,  the  more  capital  it  would  be  required  to  hold. 
All  the  bank  supervisors  have  agreed  that  this  principle 
would  be  a  superior  measure  of  capital  adequacy  than 
the  methods  they  were  using  Furthermore,  the  guide¬ 
lines  would  require  U  S  banks  to  hold  capital  against 
their  off-balance  sheet  activities  —  require  capital  to  be 
maintained  against  risk  that  escape  capital  backing 
under  the  present  rules  —  thus  closing  a  significant 
loophole  in  the  current  approach 


You  can  imagine  the  difficulties  involved  in  reaching 
agreement  on  such  a  system,  especially  on  all  the 
important  details  that  would  determine  whether  such  a 
system  would  work,  for  example;  What  should  be  the 
formula  for  weighting  risk?  And  what  should  the  defi¬ 
nition  of  capital  be?  Should  it  include  goodwill?  The 
final  definition  said:  No.  Should  it  include  the  loan  loss 
reserve?  The  final  definition  said;  Not  much.  Most  im¬ 
portant,  the  final  definition  stressed  stockholders' 
equity.  These  days,  cash  is  king.  Yet,  despite  the  ob¬ 
stacles  and  long  negotiations,  agreement  was 
reached. 

In  the  U.S.,  the  three  federal  bank  regulators  published 
guidelines  adopting  the  risk-based  capital  standard 
and  new  definitions  early  this  year.  These  guidelines 
will  begin  to  be  phased  in  at  the  start  of  1 991  and  will  be 
fully  in  effect  2  years  later.  When  they  are  in  effect, 
national  banks  will  be  expected  to  hold  a  capital-to- 
assets  ratio  of  8  percent  after  all  the  weighting  for  risks 
are  taken  into  consideration. 

Eight  percent  is  a  minimum.  Most  banks  will  be  ex¬ 
pected  to  maintain  even  higher  capital  levels.  And,  if 
history  is  any  predictor,  most  banks  will,  because  they 
historically  have. 

Furthermore,  as  I  mentioned  before,  the  guidelines  also 
redefine  what  we  mean  by  capital.  The  new  definition 
reflects  a  more  stringent  capital  standard  with  a  strong 
emphasis  on  “hard"  forms  of  capital,  such  as  cash  and 
stockholders'  equity.  The  new  definition  significantly 
reduces  the  ability  of  banks  to  use  intangible  or  “soft” 
capital  —  such  as  loan  loss  reserves  or  goodwill  —  in 
enhancing  their  capital  positions.  Thus,  taken  as  a 
whole,  the  new  capital  framework  is  designed  to 
strengthen  —  and  will  strengthen  —  capital  in  the 
banking  system. 

Indeed,  the  new  capital  standards  will  require  sig¬ 
nificantly  more  banks  to  raise  capital  than  the  current 
rules  do  and  will  require  significantly  morecapital  in  the 
banking  system.  About  50  percent  more  banks  would 
fail  to  meet  the  risk-based  requirements  today  than  fail 
to  meet  current  requirements.  The  total  amount  of  capi¬ 
tal  required  for  all  banks  to  meet  the  risk-based  rules 
would  be  $209  billion,  compared  to  the  $185  billion 
required  to  meet  current  capital  standards.  That’s  right, 
$24  billion  more. 

This  sounds  to  me  like  a  strengthening  of  capital  stand¬ 
ards  and  I  expect  that  it  sounds  that  way  to  you,  too. 

Now,  when  we  published  our  guidelines  early  in  the 
year,  one  issue  was  left  unresolved;  The  8  percent 
minimum  risk-based  capital  standard  is  designed 
principally  as  a  measure  of  asset  risk.  It  does  not 
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address  other  banking  risks  such  as  interest  rate  risk, 
operational  risk  and  asset  concentrations.  Further¬ 
more,  there  is  the  hypothetical  possibility  that  a  bank 
could  significantly  leverage  itself  under  the  risk-based 
guidelines  because  some  types  of  assets,  cash  and 
federal  government  securities,  for  example,  receive  a  0 
percent  weight  and,  therefore,  require  no  capital. 

Given  this  situation,  the  three  federal  bank  supervisors 
—  the  Fed,  the  FDIC,  the  OCC  —  agreed  that  there 
should  be  a  minimum  amount  of  capital  that  all  banks 
should  be  required  to  hold  to  protect  banks  against  the 
risks  not  measured  by  the  risk-based  capital  ratio.  In 
other  words,  a  minimum  amount  that  even  the  most 
conceivable  risk  free  bank  would  hold.  The  issue  left 
unresolved  was  what  that  minimum  should  be. 

It  is  important  to  remember  that  this  minimum  —  which 
we  call  the  “leverage  ratio”  —  would  work  in  tandem 
with  the  risk-based  capital  guidelines  and  that  it  would 
serve  as  a  “backstop"  to  the  risk  based  guidelines  to 
prevent  banks  from  becoming  too  highly  leveraged. 
Again,  without  such  a  backstop,  the  guidelines  could 
hypothetically  allow  a  bank  to  operate  with  no  capital, 
for  example,  by  investing  all  of  its  deposits  in  cash  and 
U.S.  government  securities. 

It’s  fair  to  ask:  “How  likely  is  that  to  happen?”  Given  the 
fact  that  bank  supervisors  believe  that  banks  have  a 
public  purpose  to  serve  and  that  banks  meet  this 
purpose  by  lending  to  their  communities,  I  would  say 
about  as  likely  as  the  Washington  Senators  winning  the 
World  Series  this  year.  Even  so,  a  "backstop”  is  neces¬ 
sary  to  signal  the  supervisors’  resolve  to  stop  leverage 
at  a  significant  point. 

At  the  OCC,  we  believe  that  point  is  3  percent  capital- 
to-total-assets  —  but  3  percent  capital  in  its  hardest, 
most  tangible  forms.  So  several  weeks  ago,  we  pro¬ 
posed  a  3  percent  leverage  ratio  to  supplement  the 
risk-based  capital  requirements.  The  leverage  ratio  is  a 
supplement  because  a  bank  would  have  to  meet,  at  a 
minimum,  both  the  leverage  requirement  and  the  risk- 
based  capital  ratio.  A  bank  that  satisfies  one  minimum 
requirement,  but  not  the  other,  would  have  to  raise 
capital  or  adjust  its  portfolio  so  that  it  meets  all  capital 
requirements.  Therefore,  the  leverage  ratio  cannot  be 
viewed  in  isolation.  Its  purpose  and  effectiveness  must 
be  evaluated  in  the  overall  system  of  capital  regulation. 

And,  indeed,  the  system  of  capital  regulation  itself  must 
be  evaluated  along  with  other  actions  we  are  taking  to 
buttress  the  supervision  of  the  national  banking  sys¬ 
tem.  For  example,  as  many  of  you  know,  we  are  refining 
our  definition  of  insolvency  to  enable  more  prompt 
closing  of  insolvent  national  banks  and  we  are  re¬ 


quiring  bankers  to  give  more  attention  to  their  interest 
rate  risk  exposures. 

We  believe  the  future  safety  and  soundness  of  the 
national  banking  system  depends  upon  strong  super¬ 
vision,  strong  capital  and  the  prompt  closing  of  insol¬ 
vent  institutions.  So  the  3  percent  leverage  ratio  is,  in 
context,  part  of  a  significant  strengthening  of  safety 
and  soundness  across  the  board. 

But  you  would  not  get  that  impression  from  reading  the 
comments  of  —  or  listening  to  —  some  of  those  who 
have  criticized  the  proposal.  Critics  who  have  distorted 
the  facts.  Critics  who  have  focused  on  the  number  "3 
percent"  and  have  ripped  it  out  of  context  so  that  it 
seems  a  significant  weakening  —  rather  than  strength¬ 
ening  —  of  capital  supervision. 

What  are  the  facts?  To  stress  three  again,  briefly: 

Fact  Number  One:  Our  proposal  would  not  result  in  the 
wholesale  lowering  of  capital  standards  for  national 
banks  down  to  3  percent,  as  some  persons  have 
charged.  Our  proposal,  in  conjunction  with  the  8  per¬ 
cent  risk-based  minimum,  would  raise  the  amount  of 
capital  in  the  system.  As  I  pointed  out  at  the  beginning 
of  my  speech,  the  story  changes  when  the  “facts”  are 
changed  to  reflect  reality.  It  wasn’t  oil.  It  was  coal. 

Fact  Number  Two:  The  3  percent  leverage  ratio  will  not 
become  the  operative  capital  level  for  national  banks. 
Rather,  for  virtually  all  national  banks,  the  8  percent 
risk-based  minimum  establishes  the  floor  from  which 
we  will  build  upward  to  set  acceptable  ratios.  It  wasn’t 
Texas.  It  was  Pennsylvania. 

Fact  Number  Three:  Even  if  that  were  not  the  case,  no 
bank  in  the  country  would  be  allowed  to  exit  lending 
and  invest  its  deposits  entirely  in  risk-free  assets.  So 
even  though  a  3  percent  capital  level  is  theoretically 
possible,  it  is  practically  impossible  It  wasn't  a  billion.  It 
was  a  hundred  thousand 

Now  some  critics  say  they  would  like  to  supplement  the 
3  percent  of  hard  capital  we  have  proposed  with  soft 
capital,  with  the  amount  of  the  supplement  varying  with 
the  critic  with  whom  you  talk 

You  might  call  this  the  "if  some  is  good,  more  is  better" 
approach.  We  have  two  problems  with  this  approach 
The  first  is  that  it  would  not  be  any  practical  improve¬ 
ment  over  our  proposal  The  second  is  that  it  would  be 
harmful. 

Inflating  a  3  percent  standard  of  hard,  tangible  capital 
with  additional  soft,  intangible  capital  would  serve  no 
useful  purpose  Let’s  say  for  the  sake  of  argument  that 
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we  do  add  a  soft  capital  supplement  to  our  3  percent.  It 
would  be  like  taking  a  bowl  half  full  of  premium  ice 
cream  —  Haagen-Dazs  or  Ben  and  Jerry’s  —  and 
pouring  water  into  it  Sure,  there  is  more  in  the  bowl,  but 
there  is  still  the  same  amount  of  ice  cream.  Is  what 
results  any  better  for  the  purpose  for  which  you  intend 
it9  It  depends  on  the  purpose.  If  your  purpose  is  to  sell  a 
sweet  by  the  ounce,  you  might  fool  a  gullible  public  But 
if  you  are  intent  on  consuming  —  or  providing  someone 
else  with  —  meaningful  quality,  what’s  the  point? 

As  for  our  second  problem,  we  believe  a  leverage  ratio 
higher  than  3  percent  would  actually  be  harmful.  It 
would,  in  effect,  become  the  operative  capital  standard 
because  it  would  cause  many  banks  to  hold  capital  in 
excess  of  what  the  risk-adjusted  capital  guidelines 
would  demand.  In  other  words,  it  would  negate  the 
risk-adjusted  feature  in  our  capital  guidelines. 

In  doing  so,  it  would  undermine  all  of  the  work  that  all 
three  U  S.  banking  agencies  have  devoted  to  matching 
a  bank's  capital  requirement  to  the  riskiness  of  its 
business.  And  it  would  undermine  all  of  the  work  of  the 


other  industrialized  nations  that  have  agreed  to  the 
risk-based  capital  structure. 

A  3  percent  leverage  ratio  would  allow  the  risk-adjusted 
guidelines  to  work,  while  at  the  same  time  it  would 
protect  the  safety  and  soundness  of  the  national  bank¬ 
ing  system.  Higher  or  lower  mmimums  would  result  in 
one  or  the  other  of  these  goals  being  compromised 

I  believe  that  either  you  have  a  risk-based  capital 
system,  or  you  don’t.  There  is  no  middle  ground. 

Critics  who  want  a  higher  ratio  are  really  opposing  the 
entire  risk-based  capital  system.  They  are  advocating 
a  higher  ratio  because  they  know  that  a  higher  ratio, 
which  may  appear  reasonable  and  desirable  on  its 
face,  would  destroy  the  system’s  risk-based  thrust.  A 
higher  ratio  would  sabotage  the  risk-based  system 
before  the  system  goes  into  effect. 

We’ve  been  through  the  debate  as  to  whether  risk- 
based  capital  is  preferable  to  what  we  have  now.  The 
question  was  settled.  It  is  preferable.  That  being  the 
case,  we  should  proceed. 


Remarks  by  Robert  L.  Clarke,  Comptroller  of  the  Currency,  before  the  Annual 
Convention  of  the  American  Bankers  Association,  Washington,  D.C.,  October  17, 
1989 


“No  One  to  Blame  But  Ourselves” 

A  newspaper  reporter  in  Washington  once  described 
politics  as  “the  art  of  choosing  the  lesser  evil.”  I’m  not 
that  cynical.  But  it  does  seem  to  me  that  people  in 
general  avoid  doing  what  they  find  distasteful.  And  it 
also  seems  to  me  that  the  only  thing  that  will  make 
people  do  what  they  find  distasteful  is  a  clear  and 
present  danger  to  themselves  or  their  goals. 

Back  in  1961,  Oklahoma's  powerful  Senator  Bob  Kerr 
asked  President  Kennedy  if  he  could  have  a  few  min¬ 
utes  of  his  time.  Senator  Kerr  was  upset  that  J  F  K.  was 
going  to  veto  recently  passed  legislation  to  bar  the 
importation  of  zinc  JFK  was  a  free-trader  He  wanted 
to  see  barriers  to  international  trade  lowered,  not 
raised  He  found  the  legislation  distasteful.  Kerr,  on  the 
other  hand,  was  strongly  supported  by  zinc  producers 
m  western  Oklahoma 

Kennedy  received  Kerr  at  the  Oval  Office  and  immedi¬ 
ately  noted  "Senator,  this  is  a  bad  bill."  "Well,"  drawled 
Kerr  Mr  President,  you  are  my  leader  and  I  will  abide 


by  your  decision,  but  there  are  some  things  about  this 
legislation  you  may  not  understand.  My  people  were 
pretty  mad  when  Ike  vetoed  that  same  bill,  and  if  you 
do,  too,  I’ll  have  to  go  back  to  Oklahoma  and  spend 
full-time  defending  your  action."  Kennedy  said:  "I  really 
appreciate  your  willingness  to  do  that.”  "But,  Mr.  Pres¬ 
ident,"  said  Senator  Kerr,  "if  I’m  away  in  Oklahoma, 
your  tax  bill,  which  lies  in  the  Finance  Committee  which 
I  chair,  will  never  come  to  the  floor." 

Kennedy  looked  out  the  window  for  a  moment,  then 
called  his  secretary  into  the  office.  “Evelyn,"  he  said, 
“clear  my  schedule  for  Thursday  morning  —  I’ve  got  a 
zinc  bill  to  sign." 

It  is  only  human  nature  to  avoid  doing  what  we  find 
distasteful.  It’s  not  until  we  face  a  clear  and  present 
danger  that  we  do  what  we  would  otherwise  not  do 

As  we  all  know,  many  policymakers  consider  change 
distasteful  Many  policymakers  prefer  the  status  quo 

Why9  Doing  nothing  is  far  less  risky,  superficially,  than 
doing  something.  So  rather  than  expending  their  efforts 
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in  preparing  for  a  better  tomorrow,  many  policymakers 
spend  their  time  and  energy  telling  us  how  lucky  we  are 
today.  What  other  reason  could  explain  the  comment  of 
the  prominent  District  of  Columbia  official  who  was 
reported  to  say  not  too  long  ago  that,  except  for  the 
murders,  the  crime  rate  in  Washington  compares 
favorably  with  those  of  other  large  cities  in  America 
today? 

Yes,  doing  nothing  is  far  less  risky,  superficially,  than 
doing  something.  Certainly,  that  reasoning  can  explain 
why  nothing  has  been  achieved  legislatively  on  Glass- 
Steagall  Act  reform.  And  that  reasoning  can  explain 
why  the  U  S.  banking  system  still  labors  under  the 
residue  of  pre-New  Deal  geographic  restraints.  Such  is 
the  status  quo.  Unless  and  until  this  status  quo  is 
altered,  we  place  ourselves  at  a  handicap  relative  to 
our  trading  partners  in  the  East  and  in  the  West,  and  we 
risk  falling  farther  and  farther  behind  in  global 
competition. 

Why  is  that  important7  Because  America  is  no  longer  in 
the  position  where  we  have  the  biggest  banks,  the  most 
money  and  all  the  answers.  It’s  been  a  long,  long  time 
since  the  world  has  come  to  us  hat  in  hand. 

The  fact  is  that  there  are  a  number  of  industrial  coun¬ 
tries  with  bigger  banks,  plenty  of  money  to  lend,  and 
sophisticated  manufactured  products  to  export  — 
products  better  than  ones  we  manufacture  and  prod¬ 
ucts  cheaper  than  ones  we  manufacture,  too. 

The  United  States  used  to  be  like  Sears  to  the  world:  we 
offered  everything  anyone  wanted  to  buy,  complete 
with  financing.  But,  just  as  with  Sears,  some  com¬ 
petitors  entered  the  market  upscale  and  some  com¬ 
petitors  entered  the  market  downscale. 

To  compete  in  manufacturing,  we  have  to  find  what  we 
can  build  better.  To  compete  in  manufacturing,  we 
have  to  find  what  we  can  build  more  cheaply.  And  to 
compete  in  financial  services,  we  have  to  be  able  to 
provide  the  type  and  quality  of  services  our  foreign 
competitors  provide. 

Our  trading  partners  —  in  the  East  and  In  the  West  — 
are  not  out  to  harm  us.  Rather,  they  are  out  to  help 
themselves.  They  are  not  out  to  get  us.  Rather,  they  are 
out  to  get  business. 

Unless  we  respond  to  their  actions,  not  with  retaliation, 
but  with  measures  that  allow  U.S.  banking  to  compete, 
measures  such  as  meaningful  Glass-Steagall  Act  re¬ 
form,  measures  such  as  elimination  of  remaining  geo¬ 
graphic  restraints,  I  fear  the  erosion  of  U.S.  leadership 
in  global  financial  markets.  If  that  erosion  occurs,  we 
will  have  no  one  to  blame  but  ourselves. 


When  we  turn  toward  Asia,  what  do  we  find7  Giant 
Japanese  banks  that  are  flush  with  capital  —  $26.5 
billion  in  equity  capital  was  raised  in  the  last  year 
Banks  that  are  able,  because  of  the  way  the  Japanese 
system  is  structured,  to  raise  even  more  capital  at  less 
cost  than  our  own  institutions  can  Japanese  banks  that 
are  global  players.  Japanese  banks  that  may  soon 
benefit  from  the  integration  of  different  types  of  finan¬ 
cial  institutions  at  home,  as  has  been  proposed 

The  size  of  the  presence  of  Japanese  banks  in  the 
United  States  is  one  sign  of  their  strength.  We’ve  all 
read  about  Dai-lchi  Kangyo’s  transaction  with  Manu¬ 
facturers  Hanover,  a  transaction  that  will  give  Dai-lchi  a 
60  percent  share  of  CIT  Group.  CIT  Group  is  a  major 
finance  company  with  50  offices  around  the  United 
States. 

But  did  you  know  that  Dai-lchi  already  has  more  than 
$30  billion  of  assets  in  the  United  States,  a  level  that 
would  put  it  among  the  20  largest  U.S.  banking  compa¬ 
nies?  Or  that  three  other  Japanese  banks  each  have 
more  in  U.S.  assets  than  Dai-lchi?  Or  that  if  the  U.S. 
assets  of  each  of  these  Japanese  banks  were  held  by 
individual  national  banks,  each  of  the  four  would  be  so 
large  as  to  be  supervised  by  the  OCC's  Multinational 
and  Regional  Bank  Division  —  our  division  that  super¬ 
vises  the  largest  national  banks7 

Four  years  ago,  I  was  privileged  to  give  my  first  speech 
before  this  group,  a  speech  that  dealt  with  the  rise  of 
Japanese  banks  and  the  implications  of  their  rise  for 
U.S.  banks,  both  internationally  and  domestically. 

I  argued  then  that  there  was  no  way  to  insulate  your¬ 
selves  from  internationalization.  And  I  noted  that  the 
effects  of  internationalization  would  trickle  down  into 
your  bread-and-butter  markets.  I  said  that,  for  most  of 
you,  it  wouldn’t  come  through  the  fanfare  of  "Grand 
Openings”  by  institutions  moving  onto  Main  Street. 
Rather,  it  would  take  the  form  of  an  increased  foreign 
presence  in  traditional  financial  arrangements. 

And  so  it  has:  As  I  said,  Dai-lchi’s  purchase  of  a  60 
percent  share  in  CIT  Group  gives  it  control  of  a  major 
finance  company,  a  finance  company  that  doesn’t 
serve  the  Fortune  500,  but  one  that  does  serve  the 
middle-market  of  business  borrowers,  that  most  profit¬ 
able  market  of  bank  customers. 

Internationalization  is  not  just  a  New  York  phenomenon 
or  a  Los  Angeles  phenomenon.  It’s  a  coast-to-coast 
phenomenon  Its  impact  —  economic  and  competitive 
—  will  be  felt  by  U.S.  bankers  everywhere 

I  did  not  4  years  ago,  nor  do  I  now,  condemn  inter¬ 
nationalization.  But  my  concern  as  a  public  official 
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charged  with  maintaining  the  safety  and  soundness  of 
the  American  banking  system  was  and  is  to  ensure  that 
our  banking  structure  supports  the  international  com¬ 
petitiveness  of  U  S  banks  in  the  global  arena.  And  I 
remain  concerned  that  our  banking  structure  is  ill- 
equipped  to  provide  the  support  needed  to  meet  the 
competition. 

When  we  turn  to  Europe  we  find  events  that  should  give 
us  as  great  a  sense  of  urgency  —  if  not  greater  —  than 
events  in  Asia  do  In  the  European  Economic  Commu¬ 
nity,  virtually  all  legal,  technical,  and  administrative 
barriers  to  the  free  movement  of  goods  and  services, 
capital  and  people  among  the  EEC’s  1 2  member  coun¬ 
tries  are  to  be  eliminated  by  December  31 ,  1992.  That 
includes  barriers  to  financial  institutions,  and  to  the 
universal  bank  model  already  used  in  several 
European  countries.  For  European  financial  insti¬ 
tutions,  this  development  will  create  a  unified  market¬ 
place  of  more  than  320  million  consumers,  compared 
to  244  million  consumers  in  the  United  States.  Further¬ 
more,  the  economies  of  the  U  S  and  the  European 
Communities  are  about  the  same  size:  our  Gross  Do¬ 
mestic  Product  is  $4,473  billion  compared  to  the 
European  GDP  of  $4,288  billion. 

To  repeat:  European  financial  institutions  —  some 
much  larger  than  anything  we  have  in  the  United  States 
—  will  be  authorized  by  the  end  of  1992  to  operate 
across  the  borders  of  the  12  European  member  coun¬ 
tries,  thus  creating  a  unified  marketplace  roughly  the 
size  of  our  own. 

Furthermore,  the  array  of  services  the  European  Com¬ 
munity  will  allow  financial  institutions  to  offer  is  far  wider 
than  those  we  allow  U  S.  institutions  to  offer  domestic¬ 
ally.  Along  with  deposit-taking,  lending,  financial  leas¬ 
ing  and  payment  services,  the  list  includes  under¬ 
writing  and  trading  in  a  wide  range  of  securities  and 
other  financial  instruments. 

I  support,  and  the  OCC  as  an  organization  supports, 
integration  of  the  European  market  for  financial  ser¬ 
vices  Financial  integration  will  lead  to  stronger  and 
more  competitive  global  markets,  which  can  ultimately 
benefit  all  of  the  countries  involved.  Financial  in¬ 
tegration  will  promote  diversification,  the  overall  effect 
of  which  should  be  to  reduce  risk.  Financial  integration 
will  spark  greater  competition  for  customers,  which  will 
translate  into  lower  prices  and  a  greater  variety  of 
products  and  services  And  it  will  increase  the  effi¬ 
ciency  of  capital  markets. 

if  will  work  for  them  Just  as  it  would  work  for  us,  if  we 
//ere  to  allow  it  to  work  But  financial  integration  will 
//ork  against  us  globally  and  in  the  long  run  if  the 


Europeans  continue  to  press  ahead  while  we  choose  to 
lag  behind. 

While  U  S.  banks  operating  in  Europe  will  enjoy 
expanded  powers  there,  they  can  expect  to  face  in¬ 
creased  competition  from  European  banks  —  and  from 
Japanese  and  other  foreign  banks  —  that  will  also  take 
advantage  of  expanded  banking  powers.  Many  of 
these  banks  will  be  considerably  larger  in  absolute  size 
than  the  largest  U  S.  banks.  U  S.  banks  already  com¬ 
pete  with  some  of  these  banking  giants  in  some  mar¬ 
kets.  But  as  national  barriers  to  banking  are  lowered, 
they  will  all  be  competing  in  every  market. 

We  cannot  expect  U  S.  banks  to  be  able  to  compete  on 
equal  terms  —  in  Europe  or  anywhere  else  —  if  they  are 
saddled  with  geographic  and  product  restraints  that 
reduce  the  efficiency  of  their  operations  and  impede 
their  growth. 

European  financial  integration  will  exacerbate  the 
costs  that  Glass-Steagall  restrictions  impose  on  U.S. 
banks.  For  example,  although  U.S.  banks,  like  their 
European  competitors,  will  be  permitted  to  underwrite 
securities  in  Europe,  U.S.  banks  will  be  prohibited  by 
Glass-Steagall  restrictions  from  marketing  European 
securities  in  the  United  States,  where  their  principal 
pool  of  investors  is  located.  European  banks  will  be 
subject  to  no  such  restrictions  in  marketing  securities  in 
their  home  markets. 

A  neighbor  of  mine  recently  reminded  me  of  the  joys  of 
childhood  She  and  her  husband  were  having  dinner 
with  their  9-year-old  son,  Johnny.  At  one  point  Johnny 
said  that  he  and  the  7-year-old  girl  next  door  were 
going  to  get  married  the  very  next  month.  "That’s  nice,” 
said  my  neighbor,  “where  are  you  two  going  to  live?" 
Johnny  replied  that,  since  he  had  no  brothers  or  sisters 
while  his  prospective  bride  had  one  of  both,  the  new 
couple  would  reside  at  his  house  with  his  folks.  "That’s 
nice,”  said  my  neighbor,  “but  what  are  you  going  to  do 
for  money?”  Well,  Johnny  said,  he  got  $1.00  a  week 
allowance  and  his  prospective  bride  got  50  cents,  and 
that  would  do  the  two  of  them  just  fine.  "That's  nice," 
said  my  neighbor,  "but  what  happens  if  children  come 
along?”  And  Johnny  replied:  "So  far,  we’ve  been 
lucky.” 

In  the  past,  we  in  the  U.S.  have  been  lucky.  But  we  can 
no  longer  afford  to  depend  on  good  fortune  to  pull  us 
through  We've  debated  the  future  of  our  banking  sys¬ 
tem  for  so  long  that  the  future  is  already  here  —  over 
there.  While  all  of  us  have  been  debating  .  .  holding 
hearings.  .  passing  legislation  .  .  .  allowing  legislation 
to  die.  .  maneuvering.  .  .  and  suing  each  other  .  the 
European  Community  has  acted 
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Developments  in  Europe  and  in  Asia  argue  strongly  in 
favor  of  the  U.S.  developing  a  national  strategy  for 
meeting  the  coming  challenges  in  the  global  market  for 
financial  services. 

It  seems  to  me  that  one  major  ingredient  in  any  strategy 
should  be  a  relaxation  of  barriers  between  investment 
banking  and  commercial  banking.  The  European 
Community’s  move  to  permit  banks  to  offer  securities 
services  in  its  integrated  financial  services  system 
should,  and  I  hope  will,  provide  a  strong  impetus  for  our 
permitting  the  same  opportunities  for  banks  in  the 
United  States.  At  the  same  time,  the  European  example 
should  also  provide  an  opportunity  to  consider  the 
wisdom  of  continued  geographic  constraints  that  are 
placed  on  banks  in  the  United  States. 

As  a  result  of  such  constraints,  the  U.S.  banking  system 
remains  considerably  more  fragmented  than  that  of 
virtually  any  other  industrialized  country.  And  our  bank¬ 
ing  system  remains  more  exposed  to  regional  eco¬ 
nomic  downturns. 

If  we  fail  to  address  these  critical  issues,  the  U.S.  may 
find  in  a  few  years  that  it  is  the  only  major  industrialized 
country  that  maintains  a  strict  separation  between 
commercial  and  investment  banking.  As  a  conse¬ 
quence,  we  may  find  that  our  financial  institutions  are 
weaker  competitors  than  their  foreign  counterparts. 
And  we  may  find  that  this  separation  handicaps  our 
own  markets  because  it  perpetuates  a  less  efficient 
system  of  capital  distribution. 


All  these  probabilities  argue  in  favor  of  change 
Change  before  it  is  too  late  Change  before  we  fall  so 
far  behind  that  we  will  never  catch  up 

And,  you  can  fall  so  far  behind  that  you  will  never  catch 
up,  as  the  late  Senator  Everett  Dirksen  found  in  trying  to 
compete  with  then-Senator  Lyndon  Johnson,  a  world 
class  competitor  if  ever  there  was  one.  As  Senate 
majority  leader  back  in  the  1950s,  L.B.J.  was  forever 
trying  to  do  his  Senate  colleagues  “one  better  ”  He  took 
great  pleasure  teasing  Ev  Dirksen  about  his  newest  toy, 
a  car  telephone.  Every  night  when  Johnson  left  for 
home,  he  saw  Ev  Dirksen  still  at  work,  so  he  called  him 
up  from  his  car  telephone  and  would  say:  “Guess 
where  I  am  calling  you  from,  Ev?”  Before  Senator  Dirk¬ 
sen  could  answer,  Johnson  would  reply:  “From  my  car 
telephone." 

Disgusted  with  this,  Dirksen  one  day  got  himself  a  car 
telephone,  and  when  he  saw  Johnson  leaving  the  build¬ 
ing,  he  ran  down  a  stairway  to  his  waiting  car  and, 
before  Johnson  could  place  his  call,  he  called  L.B.J. 
“Guess  where  I’m  calling  you  from,  Lyndon?"  said 
Dirksen.  "Where?"  inquired  Johnson.  "From  my  car 
phone!”  replied  Dirksen.  There  was  then  a  brief  pause. 
Then  L.B.J.  said:  “Hold  on  a  minute,  Ev,  my  other  car 
phone  is  ringing.” 

Yes,  we  can  wait  too  long  —  so  long  that  we  will  never 
catch  up.  Nothing  will  tell  when  we  are  nearing  that 
point.  But  the  longer  we  wait,  the  more  likely  it  is  that  we 
will  pass  it. 
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Interpretive  Letters 

481  —  December  27,  1988 

This  will  acknowledge  receipt  of  your  letter  dated  Sep¬ 
tember  19,  1988,  and  confirm  your  telephone  conver¬ 
sations  with  Mitch  Mertens  of  the  Office  of  the  Comp¬ 
troller  of  the  Currency  (OCC)  on  October  1 1 ,  November 
1,  November  7  and  November  17,  1988,  regarding  a 
proposed  divestiture  of  the  Bank  by  its  holding  com¬ 
pany,  *  *  *  (Company).  According  to  your  letter  and 
statements  over  the  telephone,  approximately  six  of  the 
eleven  members  of  the  Bank’s  Board  of  Directors  (the 
Directors)  approached  the  Company  with  a  proposal  to 
purchase  all  of  the  shares  of  the  Bank’s  common  stock 
from  the  Company.  Under  the  proposal,  the  Directors 
will  obtain  commitments  from  the  residents  of  the 
Bank's  community  (including  the  Directors)  to  pur¬ 
chase  the  Bank’s  stock  totalling  approximately 
$2,000,000.  The  Directors  would  end  up  owning  ap¬ 
proximately  20  percent  of  the  shares  of  the  Bank,  or 
about  3  percent  per  Director  The  remaining  80  percent 
of  Bank  stock  would  be  sold  to  the  residents  of  the 
Bank’s  community.  Under  no  circumstances  would  any 
single  purchaser  be  allowed  to  purchase  more  than  six 
(6)  percent  of  the  total  outstanding  shares  of  the  Bank. 
The  proposal  was  structured  in  this  way  to  avoid  the 
requirements  of  the  OCC's  regulation  promulgated 
under  the  Change  in  Bank  Control  Act  (12  U.S.C.  § 
181 7(j))  (the  CBCA).  See  C.F.R.  §  5.50. 

You  discuss  three  issues  in  your  letter.  First,  whether 
the  CBCA  and  its  implementing  regulation  apply  to  the 
transaction.  Second,  whether  the  OCC's  tender  offer 
regulations  apply  to  the  Directors'  proposal  to  the 
Company  to  sell  its  Bank  stock.  Third,  whether  the 
OCC’s  offering  circular  regulations  apply  to  the  sale  of 
Bank  shares  to  residents  of  the  Bank's  community  by 
the  Company. 

The  CBCA  provides  that  “[njo  person,  acting  directly  or 
indirectly  or  through  or  in  concert  with  one  or  more 
other  persons,  shall  acquire  control  of  any  insured 
bank  through  a  purchase,  assignment,  transfer, 
pledge,  or  other  disposition  of  voting  stock  of  such 
insured  bank  unless  the  appropriate  Federal  banking 
agency  has  been  given  sixty  days’  prior  written  notice 
of  such  proposed  acquisition.  .  .  12  U.S.C.  § 

1 81 7(j)(1 ).  “Control”  is  defined  in  the  CBCA  as  “the 
power,  directly  or  indirectly,  to  direct  the  management 
or  policies  of  an  insured  bank  or  to  vote  25  per  centum 
or  more  of  any  class  of  voting  securities  of  an  insured 
bank.”  12  U.S.C.  181 7(j)(8)(B).  The  OCC’s  implement¬ 
ing  regulation  requires  prior  notice  of  “acquisitions  by  a 
person  or  persons  acting  in  concert  of  the  power  to  vote 
25  percent  or  more  of  a  class  of  voting  securities  of  a 
national  bank.  .  .  .’’  12  C.F.R.  §  5.50(d)(1).  The  regu¬ 


lation  further  clarifies  the  CBCA’s  definition  of  control 
by  including  a  rebuttable  presumption  of  control  if  a 
person  acquires  "ownership,  control  or  the  power  to 
vote  10  percent  or  more"  of  a  Bank's  securities,  and 
either  the  Bank  is  registered  pursuant  to  the  Securities 
Exchange  Act  of  1934  or  the  person  will  be  the  largest 
security  holder  of  that  class  of  securities 

In  the  transaction  described  in  your  letter,  the  Directors 
proposing  the  divestiture  would  each  end  up  owning 
approximately  3  percent  of  the  Bank’s  outstanding 
stock,  with  the  entire  group  owning  no  more  than  ap¬ 
proximately  20  percent.  You  also  state  that  the  Direc¬ 
tors  have  no  formal  or  informal  agreement  to  act  in 
concert  to  control  the  Bank.  Also,  no  one  individual  will 
be  allowed  to  purchase  more  than  6  percent  of  the 
Bank’s  stock  from  the  Company. 

On  the  basis  of  the  facts  presented  to  us,  it  would 
appear  that  the  CBCA  and  its  implementing  regulation 
do  not  apply  to  the  Directors’  proposal  After  the  trans¬ 
action,  no  one  person  or  persons  acting  in  concert  will 
own  or  have  the  power  to  vote  25  percent  or  more  of  the 
Bank's  securities.  Also,  no  presumption  of  control  can 
be  made  since  no  one  person  will  own  or  have  the 
power  to  vote  10  percent  or  more  of  the  Bank's  securi¬ 
ties.  Finally,  the  Directors’  control  of  the  Bank  is  as  a 
result  of  having  previously  been  elected  to  the  Board  of 
Directors,  not,  as  the  CBCA  requires,  “through  a  pur¬ 
chase,  assignment,  transfer,  pledge,  or  other  dis¬ 
position  of  voting  stock"  of  the  Bank. 

The  second  issue  raised  in  your  letter  is  whether  the 
OCC’s  tender  offer  regulations  apply  to  the  Directors’ 
proposal  that  the  Company  sell  its  Bank  shares  to 
residents  of  the  Bank’s  community.  The  OCC’s  tender 
offer  regulation  provides  as  follows: 

Scope.  Subpart  F  shall  apply  to  any  tender  offer 
which  is  subject  to  section  1 4(d)(1 )  of  the  [Securi¬ 
ties  Exchange  Act  of  1934]  for  the  securities  of  a 
subject  bank,  including  but  not  limited  to,  any 
tender  offer  made  by  an  affiliate  of  the  bank 
Sections  11.610,  11.611, 1 1 .620  and  1 1 .630  shall 
apply  to  any  tender  offer  and  subject  bank  securi¬ 
ties  (other  than  exempted  securities)  unless 
otherwise  noted  therein  (12  C.F  R  §  1 1  601(a).) 

We  take  no  position  on  whether  the  transaction  de¬ 
scribed  in  your  letter  is  a  tender  offer  for  the  Bank’s 
securities,  and  suggest  you  consult  relevant  precedent 
for  guidance  on  this  issue.  Since  the  Bank's  securities 
are  not  registered  pursuant  to  section  12  of  the  Securi¬ 
ties  Exchange  Act  of  1934  (the  Exchange  Act),  section 
14(d)(1)  of  the  Exchange  Act  would  not  apply  to  a 
tender  offer  for  the  Bank's  securities.  Therefore,  the 
filing  requirements  of  the  OCC’s  tender  offer  regu¬ 
lations  also  would  not  apply  to  the  Directors’  proposed 
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transaction  Nonetheless,  if  the  transactions  described 
in  your  letter  constitute  a  tender  offer,  12  C.F.R.  §§ 
11  610,  11611,  11  620  and  1 1  630,  and  sections  1 0(b) 
and  14(e)  of  the  Exchange  Act  apply  regardless  of 
whether  the  securities  are  registered  These  sections  of 
the  Exchange  Act  and  regulation  are  anti-fraud  mea¬ 
sures  which  apply  to  all  tender  offers. 

The  third  question  you  raise  is  whether  the  OCC's 
offering  circular  regulations  apply  to  the  Company's 
sale  of  Bank  securities  Section  16.3(a)  provides  that: 

No  bank  shall,  directly  or  indirectly,  offer,  offer  to 
sell,  offer  for  sale  or  sell  any  security  of  which  it  is 
the  issuer  unless  the  offer,  offer  to  sell,  offer  for 
sale  or  sale  is  made  through  the  use  of  an  offering 
circular  which  has  been  filed  with,  and  declared 
effective  by,  the  Comptroller  of  the  Currency. 

You  argue  that  in  the  proposed  transaction  the  Bank  will 
not  be  directly  or  indirectly  offering  any  stock.  You  state 
that  the  "transaction  is  fundamentally  the  sale  of  out¬ 
standing  securities  by  their  current  owner  to  a  group  of 
willing  buyers,  a  transaction  which  occurs  frequently 
and  for  which  no  offering  materials,  much  less  regis¬ 
tration  of  offering  materials,  is  required.” 

In  our  view,  the  proposed  transaction  would  involve  a 
sale  of  securities  subject  to  the  requirements  of  12 
C.F.R.  Part  16.  The  language  “or  indirectly”  in  section 
1 6.3(a)  includes  offers  for  the  sale  of  bank  securities  by 
a  parent  bank  holding  company  that  owns  and  pro¬ 
poses  to  sell  1 00  percent  of  the  Bank’s  securities  to  the 
public.  We  believe  that  the  Bank  would  be  indirectly 
offering  the  securities  through  its  affiliate,  the  Com¬ 
pany.  Therefore,  the  Comptroller's  offering  circular 
regulations  would  apply  to  the  proposal,  and  the  use  of 
an  offering  circular  which  has  been  filed  with  and 
declared  effective  by  the  Comptroller  is  required. 

In  summary,  the  proposal  does  not  appear  to  involve  a 
change  in  control  of  the  Bank  that  is  covered  under  the 
CBCA  or  the  Comptroller's  regulations.  Also,  the  pro¬ 
posed  transaction  is  not  subject  to  securities  regulatory 
filing  requirements  applicable  to  tender  offers,  but  may 
be  subject  to  certain  anti-fraud  provisions  of  the  Ex¬ 
change  Act  and  regulations  thereunder  if  it  constitutes 
a  tender  offer  The  sale  by  the  Company  of  all  of  the 
Bank’s  securities  will  be  considered  an  offering  by  the 
Bank,  requiring  compliance  with  the  Comptroller's 
offering  circular  requirements.  You  are  advised  that  the 
conclusions  reached  in  this  letter  are  based  on  the 
‘acts  represented  in  your  letter  and  in  the  several 
telephone  conversations  you  have  had  with  Mitch  Mer- 
tens  on  October  1 1 ,  November  1 ,  November  7  and 
November  17,  1988  The  OCC  reserves  the  right  to 


change  its  opinion  if  any  of  the  facts  of  the  proposal 
change. 

If  you  have  any  questions  concerning  the  above, 
please  contact  Mitch  Mertens  at  (202)  447-1954 

Ellen  Broadman 
Assistant  Director 

Securities  &  Corporate  Practices  Division 

★  *  ★ 

482  —  June  16,  1989 

This  is  in  response  to  your  request  for  an  advisory 
opinion  concerning  the  applicability  of  the  disclosure 
requirements  of  the  OCC's  adjustable-rate  mortgage 
(ARM)  regulations  to  two  specific  transactions.  You 
inquired  whether  a  national  bank  should  have  made 
ARM  disclosures  to  the  borrower  in  connection  with  a 
purchase  money  mortgage  loan  extended  in  1985, 
used  to  purchase  property  including  a  single-family 
dwelling,  and  a  subsequent  refinancing  of  the  loan  by 
the  bank  in  1987.  In  my  opinion,  the  OCC’s  ARM  regu¬ 
lations  then  in  force  would  have  required  that  dis¬ 
closures  be  made  in  connection  with  the  loans  you 
have  described. 

Facts 

You  letter  contained  the  following  fact  situation  In 
1985,  your  client,  a  national  bank,  extended  two  com¬ 
mercial  loans  to  a  borrower.  The  first  was  a 
construction/permanent  second  mortgage  loan  for  the 
purpose  of  financing  the  expansion  of  an  existing 
shopping  center.  The  second,  a  variable-rate  first 
mortgage  loan  and  the  subject  of  your  inquiry,  was 
used  to  purchase  the  land  and  buildings  directly  abut¬ 
ting  the  above-referenced  shopping  center.  The  struc¬ 
tures  on  this  parcel  of  real  estate  consisted  of  a  gaso¬ 
line  service  station  and  a  single-family  dwelling. 

You  have  noted  that  both  of  these  loans  were  cross 
collateralized.  Furthermore,  you  have  represented  that 
each  commercial  mortgage  promissory  note  contained 
the  following  recital: 

The  undersigned  expressly  warrant  that  the  pro¬ 
ceeds  of  the  loan  shall  be  used  solely  for  business 
purposes  and  that  this  transaction  is  not  a  con¬ 
sumer  transaction  subject  to  M.G.L.  c.  140d, 
Federal  Reserve  Board  Regulation  Z,  or  other 
‘consumer  protection'  statutes,  regulations,  or 
restrictions,  without  exception. 

In  1987,  the  national  bnk  extended  another  variable- 
rate  construction/permanent  first  mortgage  loan  to  the 
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borrower  for  construction  of  a  gas  station  on  the  land 
abutting  the  shopping  center.  A  portion  of  the  loan  was 
used  to  refinance  the  existing  first  mortgage  on  the 
parcel  of  real  estate  containing  the  single  family  dwell¬ 
ing.  You  have  stated  that  this  mortgage  note  also  con¬ 
tained  a  recital  identical  to  the  language  quoted  above, 
stating  that  the  proceeds  of  the  loan  would  be  used 
solely  for  business  purposes. 

Discussion 

The  disclosure  requirements  in  the  OCC’s  ARM  regu¬ 
lation,  codified  at  12  C.F.R.  Part  29,  would  have  applied 
to  the  commercial  transactions  you  have  described, 
because  of  the  existence  of  a  single-family  dwelling  on 
the  mortgaged  premises.  The  OCC’s  ARM  regulation 
then  in  effect  was  defined  broadly  as: 

[A]ny  loan  made  to  finance  or  refinance  the  pur¬ 
chase  of  and  secured  by  a  lien  on  a  one-  to 
four-family  dwelling, .  .  .  where  such  loan  is  made 
pursuant  to  an  agreement  intended  to  enable  the 
lender  to  adjust  the  rate  of  interest  from  time  to 
time.  (12  C.F.R.  §  29.1  (1987)  (emphasis  added). 

The  definition  of  adjustable-rate  mortgage  in  Part  29 
was  designed  to  provide  a  "bright  line”  test.  While 
variable-rate  loans  made  to  build  or  acquire  com¬ 
mercial  property  would  generally  not  be  subject  to  Part 
29,  if  any  portion  of  such  a  loan  were  made  to  finance  or 
refinance  the  purchase  of  a  commercial  property  which 
included  a  one-  to  four-family  dwelling,  the  loan  would 
be  subject  to  the  requirements  of  the  regulation.  There 
was  no  requirement  in  the  regulation  that  the  loan  be  for 
a  consumer  rather  than  a  business,  commercial,  or 
investment  purpose.  It  was  not  the  intent  of  the  bor¬ 
rower,  but  rather  the  fact  that  a  loan  was  made  to 
finance  or  refinance  the  purchase  of  a  dwelling  of  the 
type  described  in  the  definition,  which  determined  the 
applicability  of  the  regulation.  See ,  e.g.,  OCC  Letter 
No.  379  (March  30,  1987),  reprinted  in  Fed.  Banking  L. 
Rep.  [Transfer  Binder  1988-1989]  (CCH)  1185,603;  Let¬ 
ter  from  William  B.  Glidden,  Assistant  Director,  Legal 
Advisory  Services  Division  (May  13,  1985)  (un¬ 
published);  OCC  Letter  No.  307  (August  27,  1987) 
reprinted  in  Fed.  Banking  L.  Rep.  [Transfer  Binder 
1985-1987]  (CCH)  1185,477;  Letter  from  Andrew  J. 
Levinson,  Senior  Attorney,  Legal  Advisory  Services 
Division  (December  28,  1981)  (unpublished);  OCC 
Letter  No.  210  (August  11,  1981)  reprinted  in  Fed 
Banking  L.  Rep.  [Transfer  Binder  1981-1982]  (CCH) 
185,291. 

The  proposition  that  disclosures  were  required  for  cer¬ 
tain  commercial  loans  under  the  OCC  regulations  in 
force  in  1985  and  1987,  is  supported  by  the  ex¬ 
planation  contained  in  the  preamble  to  the  OCC’s  latest 


amendment  to  the  ARM  regulations.  See  53  Fed  Reg 
7885  (1988).  The  preamble  indicates  that  the  broad 
language"  of  the  definition  of  an  ARM  has  "enabled 
some  banks  to  extend  variable  rate  loans  for  invest¬ 
ment,  business,  commercial,  or  other  non-consumer 
credit  purposes,  where  these  loans  finance  or  re¬ 
finance  the  purchase  of  and  are  secured  by  a  one-  to 
four-family  dwelling.”  See  53  Fed.  Reg  7887  (1988) 
The  preamble  explains  that  the  OCC  initially  con¬ 
sidered  narrowing  the  definition  of  an  ARM  to  cover 
only  extensions  of  consumer  credit.  See  42  Fed  Reg 
36,955  (1987)(Notice  of  Proposed  Rulemaking).  How¬ 
ever,  the  agency  concluded  that  a  narrower  definition 
of  the  ARM  could  ultimately  reduce  the  types  of  ARM 
loans  which  banks  would  be  permitted  to  offer  There¬ 
fore,  the  broader  definition  of  an  ARM  was  preserved 
and  "ARM  loans  may  continue  to  be  made  for  invest¬ 
ment,  business,  commercial  or  agricultural  purposes  ” 
See  42  Fed.  Reg.  7887  (1988).  ' 

Although  the  OCC  "is  now  retaining  a  broad  definition 
of  an  adjustable-rate  mortgage  loan,”  the  disclosure 
requirements  of  the  old  regulation  have  been  re¬ 
scinded.  See  53  Fed.  Reg.  7888  (1988)(emphasis 
added).  Instead,  the  OCC  now  defers  to  the  disclosure 
provisions  of  Regulation  Z,  12  C.F.R.  §  226,  requiring 
that  disclosures  be  made  only  in  connection  with  con¬ 
sumer  credit  transactions.  See  12  C.F.R.  §  34.10,  53 
Fed.  Reg.  7892  (1988).  The  explanation  in  the  pre¬ 
amble  not  only  indicates  that  the  OCC’s  definition  of  an 
ARM  loan  previously  encompassed  certain  com¬ 
mercial  loans,  but  also  demonstrates  that  disclosures 
were  required  to  be  made  in  connection  with  such 
loans. 

Disclosures  also  should  have  been  made  in  connection 
with  the  second  transaction,  which  you  described, 
namely,  the  variable  rate  construction/permanent  first 
mortgage  loan  extended  to  the  borrower  in  1987,  a 
portion  of  which  was  used  to  refinance  the  existing  first 
mortgage  on  the  above-mentioned  parcel  of  real  es¬ 
tate.  The  preamble  to  1 2  C.F.R.  §  29,  as  it  existed  when 
the  loan  in  question  was  made,  clarified  the  term 
"refinancing.” 

Refinancing  includes  any  situation  where  there  is 
a  remaining  balance  on  an  outstanding  mortgage 
loan  and  where  the  bank  is  issuing  a  new  ARM 
loan  which  will  in  some  manner  supersede  or 
relate  to  the  outstanding  mortgage  loan  Re¬ 
financing  includes  situations  where:  (1 )  All  or  part 
of  the  ARM  loan  proceeds  are  used  to  pay  off  an 
original  purchase  money  mortgage  loan  (48  Fed 
Reg.  9508  (1983).) 

In  the  second  transaction  in  question,  disclosures 
should  have  been  made  because  the  loan  extended  in 
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1 987  “related  back"  to  the  outstanding  ARM  loan  made 
in  1 985,  and  was  used  “to  pay  off  an  original  purchase 
money  mortgage  loan 

Conclusion 

ARM  disclosures  were  required  to  have  been  given  to 
the  borrower  in  connection  with  the  two  loans  which  you 
described  However,  you  have  informed  me  that  your 
client  has  rewritten  the  loans  in  question  and  that  ARM 
loans  subsequently  made  by  your  client  contain  the 
appropriate  disclosures.  Therefore,  it  is  apparent  that 
no  further  corrective  action  need  be  taken. 

I  trust  this  is  responsive  to  your  inquiry. 

Peter  Liebesman 

Assistant  Director 

Legal  Advisory  Services  Division 

★  *  ★ 

483  —  May  24,  1989 

This  relates  to  your  letter  of  February  25,  1989  asking 
that  the  Comptroller  review  a  copy  of  a  resolution  the 
Bank's  Board  of  Directors  intends  to  adopt  at  the  next 
annual  meeting  in  May. 

The  proposed  resolution  provides  that  a  director  of  the 
Bank  shall  not  be  personally  liable  to  the  Bank,  its 
shareholders  or  the  Comptroller  of  the  Currency  for 
monetary  damages  for  breach  of  duty  as  a  director 
except  for  the  following: 

(a)  transactions  in  which  the  director's  personal 
financial  interest  is  in  conflict  with  the  finan¬ 
cial  interest  of  the  Bank  or  its  shareholders; 

(b)  acts  or  omissions  which  are  not  in  good  faith, 
which  involve  intentional  misconduct  or 
which  are  known  to  the  director  to  be  vio¬ 
lations  of  law;  or 

(c)  transactions  described  in  KRS  271 B  8-330 
(liability  for  unlawful  distributions  to  share¬ 
holders),  or  for  any  transaction  from  which 
the  director  derived  an  improper  personal 
benefit. 

As  a  general  matter,  the  OCC  does  not  review  pro¬ 
posed  amendments  to  a  bank's  Articles  of  Association. 
The  Comptroller  currently  is  considering  whether  cer¬ 
tain  types  of  director  liability  provisions  are  consistent 
with  the  national  banking  laws,  including,  inter  alia,  12 
USC  §§  73,  93(a)  and  1818  At  this  time,  the  Comp¬ 
troller  does  not  object  to  the  adoption  in  a  bank's 


Articles  of  Association  of  director  liability  provisions 
which  substantially  reflect  the  law  of  the  state  where  the 
bank  is  located,  provided  these  Articles  do  not  con¬ 
travene  the  limitations  contained  in  12  C.F.R.  §  521 7  or 
interfere  with  the  Comptroller's  exercise  of  its  super¬ 
visory  responsibilities.  In  this  regard,  we  believe  that 
the  proposed  resolution  is  impermissible  to  the  extent 
that  it  directly  limits  the  personal  liability  of  directors  of 
the  Bank  in  actions  brought  by  the  Comptroller  of  the 
Currency. 

Under  12  C.F  R.  §  7. 5217(b),  a  director  may  not  be 
indemnified  against  expenses,  penalties,  or  other 
payments  incurred  in  an  administrative  proceeding  or 
action  instituted  by  the  Comptroller  which  results  in  a 
final  order  assessing  civil  money  penalties  or  requiring 
affirmative  action  by  an  individual  or  individuals  in  the 
form  of  payments  to  the  bank.  Under  12  C.F.R.  § 
7.5217(c),  the  Comptroller  may  review  the  threat  to 
bank  safety  and  soundness  posed  by  indemnification 
standards  and  direct  modification  of  a  specific  indem¬ 
nification  through  appropriate  administrative  action. 
Under  12  C.F.R.  §  7.521 7(d),  Articles  providing  for  the 
payment  of  premiums  for  insurance  covering  the  liabil¬ 
ity  of  directors  shall  explicitly  exclude  insurance  cover¬ 
age  for  a  formal  order  assessing  civil  money  penalties 
against  a  director.  Although  these  regulations  cover 
indemnification  and  insurance  provisions  and  do  not 
address  direct  provisions  limiting  the  liability  of  direc¬ 
tors,  any  Article,  such  as  the  proposed  one,  which  has 
the  effect  of  limiting  the  Comptroller's  ability  to  either 
pursue  civil  money  penalties,  require  a  directorto  make 
affirmative  payments  to  the  bank,  or  bring  an  action 
under  12  C.F.R.  §§  93(a)  or  1818  for  conduct  which 
involves  a  breach  of  the  director’s  common  law  duty  of 
care,  would  appear  to  be  inconsistent  with  the  limi¬ 
tations  of  12  C.F.R.  §  7.5217  and  to  interfere  with  the 
Comptroller’s  exercise  of  its  supervisory  respon¬ 
sibilities.  You  should  note  that  bank  directors  may  have 
an  even  higher  standard  of  care  than  other  corporate 
directors. 

With  the  exceptions  noted  above,  the  OCC  takes  no 
position  on  the  adoption  of  the  proposed  resolution 
provided  the  Bank  makes  full  and  accurate  disclosure 
to  its  shareholders  of  all  material  facts.  By  taking  no 
position  at  this  time  on  the  Bank’s  adoption  of  parts  of 
the  proposed  resolution,  the  OCC  in  no  way  waives  its 
right  to  bring  appropriate  actions  based  on  Bank  direc¬ 
tors’  breach  of  duties  as  director. 

Any  change  in  the  Bank’s  liability  standards  must  be 
effected  through  an  amendment  to  the  Bank's  Articles 
of  Association.  At  a  minimum,  the  Bank  should  provide 
to  its  shareholders  the  following  disclosures  if  it  seeks  a 
vote  on  the  portions  of  the  proposed  resolutions  on 
which  the  OCC  has  taken  no  position: 


(1 )  The  OCC  is  currently  assessing  whether  certain 
types  of  director  liability  provisions  are  con¬ 
sistent  with  the  national  banking  laws,  including, 
inter  alia,  12  U.S.C.  §§  73,  93(a)  and  1818; 

(2)  In  the  event  that  director  liability  standards,  or 
portions  thereof,  are  deemed  inconsistent  with 
national  banking  laws,  the  Comptroller  may: 

(a)  amend  1 2  C.F.R.  §  521 7  to  prohibit  adoption 
of  such  provision;  and/or 

(b)  require  a  bank  which  has  altered  its  Articles 
of  Association  in  accordance  with  state  law 
to  suspend  any  contemplated  action  under 
its  present  Article  and  to  adopt  an  Article 
consistent  with  the  national  banking  laws; 

(3)  An  explanation  of  the  reasons  for  the  Bank's 
adoption  of  the  standard  limiting  director  liabil¬ 
ity;  and 

(4)  A  discussion  of  any  difficulty  which  the  Bank  has 
had  in  obtaining  director  and  officer  liability 
insurance  and  the  reasons  for  the  difficulty. 

I  trust  this  is  responsive  to  your  inquiry.  If  you  have  any 
further  questions,  please  feel  free  to  contact  me  at 
(202)  447-1954. 

Ellen  Broadman 
Assistant  Director 

Securities  &  Corporate  Practices  Division 

★  ★  ★ 


484  — June  20,  1989 

This  is  in  response  to  your  letter  of  April  11,  1989  in 
which  you  requested  information  concerning  the 
OCC’s  interpretation  of  12  C.F.R.  §  7.5217. 

In  that  letter  you  stated  that  your  client  is  an  officer  of  a 
national  bank,  but  not  a  director,  and  that  he  also  is  not 
an  officer  or  director  of  the  bank  holding  company 
which  owns  100  percent  of  the  outstanding  equity 
securities  of  the  bank.  The  holding  company  is  incor¬ 
porated  under  Delaware  law.  In  1988,  the  bank 
amended  its  Articles  of  Association  to  provide  for  in¬ 
demnification  along  the  lines  authorized  by  Section  1 45 
of  the  Delaware  General  Corporation  law 

You  further  stated  that  the  Articles  provide  that  the  bank 
shall  indemnify  its  directors  in  third  party  actions  if  they 
acted  in  good  faith  and  in  a  manner  reasonably  be¬ 
lieved  to  be  in  or  not  opposed  to  the  best  interests  of  the 


bank;  and  in  actions  by  or  in  the  right  of  the  bank  in  the 
same  manner,  except  that  no  indemnification  may  be 
made  of  any  claim  as  to  which  the  person  has  been 
adjudged  to  be  liable  to  the  bank  unless  a  court  deter¬ 
mines  that  such  person  is  fairly  entitled  to  indemnity 
The  indemnification  as  to  third  party  actions  covers 
expenses  (including  attorney’s  fees),  judgments,  fines 
and  amounts  paid  in  settlement  actually  and  reason¬ 
ably  incurred;  the  indemnification  as  to  actions  by  or  in 
the  right  of  the  bank  run  only  to  expenses  (including 
attorneys'  fees).  The  Articles  also  authorize  but  do  not 
require  indemnification  of  officers,  employees  or 
agents  of  the  bank  in  the  same  manner  and  to  the  same 
extent  provided  above  as  to  directors;  any  indemni¬ 
fication  is  effective  only  as  authorized  in  the  specific 
case  upon  a  determination  that  indemnification  is 
proper  under  the  circumstances,  with  such  deter¬ 
mination  to  be  made  by  a  majority  vote  of  a  quorum  or 
directors  of  the  bank  not  parties  to  the  action,  or  by 
independent  legal  counsel  or  the  stockholders  of  the 
bank. 

You  questioned  whether  1 2  C.F.R  §  7  521 7  authorizes 
or  allows  a  national  bank  to  adopt  and  act  in  accor¬ 
dance  with  articles  which  allow  indemnification  of  offi¬ 
cers  (except  in  actions  brought  by  or  on  behalf  of  the 
bank)  with  regard  to  judgments,  fines  and  settlements, 
as  well  as  expenses,  as  long  as  the  provisions  sub¬ 
stantially  reflect  general  standards  of  law  as  evidenced 
by  the  law  of  the  state  in  which  the  bank  is  head¬ 
quartered  or  the  law  of  the  state  in  which  its  holding 
company  is  incorporated.  The  OCC  interprets  §  7.521 7 
as  permitting  such  payments. 


12  C.F.R.  §  7.5217(a)  states  that: 

A  national  bank  may  provide  in  its  articles  of 
association  for  the  indemnification  of  directors, 
officers,  and  employees  for  expenses  reasonably 
incurred  in  actions  to  which  the  directors,  officers, 
or  employees  are  parties  or  potential  parties  by 
reason  of  the  performance  of  their  official  duties 
Indemnification  articles  which  substantially  re¬ 
flect  general  standards  of  law  as  evidenced  by 
the  law  of  the  state  in  which  the  bank  is  head¬ 
quartered,  the  law  of  the  state  in  which  the  bank’s 
holding  company  is  incorporated,  or  the  relevant 
provisions  of  the  Model  Business  Corporation  Act 
(MBCA)  are  presumed  by  the  Office  of  the  Comp¬ 
troller  of  the  Currency  to  be  within  the  corporate 
powers  of  a  national  bank,  (emphasis  added) 

Section  7.5217  does  not  define  the  term  "expenses  " 
Nevertheless,  one  can  determine  whether  judgments, 
fines,  and  settlements  were  intended  to  be  covered  by 
examining  the  MBCA. 
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Section  7  521 7  was  revised  in  1 984  "to  recognize  that  a 
national  bank,  with  certain  limitations  may  adopt  in¬ 
demnification  standards  which  reflect  either  general 
corporate  law  standards,  as  evidenced  by  the  law  of 
the  state  in  which  it  is  headquartered,  or  the  standards 
suggested  in  section  5  of  the  MBCA  as  drafted  by  the 
American  Bar  Association  ”  49  Fed  Reg  30920  (Au¬ 
gust  2,  1984)  Thus,  the  OCC  was  aware  of  the  pro¬ 
visions  of  the  MBCA  when  it  drafted  §  7.5217.  At  both 
the  time  the  current  version  of  §  7.521 7  was  proposed 
(June  3,  1983)  and  the  time  it  was  issued  (August  2, 
1984),  the  MBCA  provided  for  the  indemnification  of 
officers  for  judgments,  settlements,  penalties  and  rea¬ 
sonable  expenses  under  certain  specified  cir¬ 
cumstances.  See  Section  5  of  the  1969  MBCA  as 
amended  in  1 980;  see  also  Sections  8  51  -8.58  of  1 984 
MBCA  If  the  OCC  had  intended  that  national  banks 
never  be  permitted  to  indemnify  for  judgments,  fines, 
and  penalties,  it  would  have  made  explicit  statements 
to  that  effect  in  §  7.521 7.  Please  note,  however,  that  all 
indemnification  payments  are  subject  to  the  limitations 
set  forth  in  §  7.5217(b)  and  (c). 

You  also  asked  whether  the  OCC  has  taken  a  definitive 
position  with  respect  to  articles  of  association  which 
provide  for  “mandatory"  indemnification  or  which  limit 
the  liability  of  directors.  The  OCC  has  not  taken  a 
definitive  position  on  either  of  those  issues. 

You  did  not  request  information  concerning  the  OCC’s 
position  on  indemnification  in  actions  by  or  in  the  right 
of  the  bank.  Accordingly,  this  letter  does  not  address 
that  issue. 

The  OCC  is  currently  assessing  whether  a  number  of 
recently  enacted  state  laws  limiting  the  personal  liabil¬ 
ity  of  and  expanding  state  chartered  corporations’ 
power  to  indemnify  directors  and  officers  are  con¬ 
sistent  with  the  national  banking  laws,  and  in  particular 
with  12  U.S.C.  §§  73,  93(a),  and  1818.  At  this  time, 
however,  the  OCC  has  no  formal  policy  with  respect  to 
the  adoption  of  these  standards  by  national  banks.  In 
the  event  that  these  liability  and  indemnification  stand¬ 
ards  are  deemed  inconsistent  with  the  national  banking 
laws,  the  OCC  may  amend  the  interpretive  ruling  on 
indemnification  (12  C.F.R  §  7.5217)  to  prohibit  the 
adoption  of  such  standards  and/or  require  national 
banks  which  have  altered  their  articles  of  association  in 
accordance  with  the  new  state  laws  to  suspend  any 
contemplated  action  under  their  present  articles  and 
adopt  articles  which  are  consistent  with  the  national 
banking  laws  By  not  objecting  at  this  time  to  banks’ 
adoption  of  these  standards,  the  OCC  is  in  no  way 
waiving  its  right  to  bring  an  action  under  12  U.S.C.  §§ 
93(a)  or  1818  for  the  breach  of  a  bank  director  or 
officer's  common  law  duty  of  care  For  further  informa¬ 
tion  please  review  OCC  Interpretive  Letter  No.  457 


If  you  have  any  additional  questions  concerning  this 
matter,  please  contact  the  undersigned  at  (202) 
447-1954. 

Elizabeth  S.  Malone 
Attorney 

Securities  &  Corporate  Practices  Division 

★  ★  * 


485  —  June  20,  1989 

This  confirms  our  telephone  conversations  of  May  25, 
30,  and  31 ,  and  June  14,1 989  and  receipt  of  your  letter 
dated  May  3,  1989.  That  letter  requests  a  waiver  of  the 
2-year  holding  period  applicable  to  325,000  units  of 
shares  and  warrants  of  the  Bank's  common  stock  held 
primarily  by  *  *  *  but  also  by  certain  other  entities  and 
individuals  (Sellers). 

It  is  our  understanding,  from  your  letter  and  the  accom¬ 
panying  enclosures  as  well  as  from  additional  informa¬ 
tion  that  you  provided  during  our  telephone  con¬ 
versations,  that  and  *  *  *,  on  behalf  of  themselves  and 
the  20  members  of  their  investment  group,  have  en¬ 
tered  into  certain  agreements  providing  for  the  ac¬ 
quisition  of  control  of  the  Bank  through  the  purchase  of 
shares  and  warrants  in  the  Bank.  The  OCC,  by  letter 
dated  March  27,  1989,  has  indicated  its  intent  not  to 
disapprove  the  proposed  acquisition  of  control  by 
Messrs.  *  *  V  Most  of  the  shares  and  some  of  the 
warrants  to  be  purchased  were  acquired  by  the  Sellers 
as  units  in  a  nonpublic  offering  which  was  completed 
October  30,  1987.  Thus,  under  12  C.F.R.  §  16.5(e), 
325,000  shares  and  325,000  warrants  to  be  purchased 
are  subject  to  a  2-year  holding  period  which  does  not 
expire  until  October  30,  1989. 2  See  letter  of  April  20, 
1987  to  Jo  Ann  Taormina  from  Daniel  Goldstein 


Seller 

Number  of 

Number  of 

shares 

warrants 

*  *  * 

268,925 

268,925 

*  *  * 

2,000 

2,000 

*  *  * 

10,000 

10,000 

*  *  * 

17,075 

17,075 

*  *  * 

5,000 

5,000 

*  *  * 

7,000 

7,000 

*  *  * 

15,000 

15,000 

Totals 

325,000 

325,000 

'Although  20  investors  in  addition  to  Messrs  *  *  * 

and  *  *  *  will  be 

purchasing  the  stock  and  warrants,  the  investors  will  all  irrevocably 
appoint  *  *  *  and  *  *  *  as  their  proxies  to  vote  all  shares  of  the  Bank 
stock 

"’The  Sellers  own  the  following  shares  and  warrants  subject  to  the 
2-year  holding  period 
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You  represented  that  at  the  time  *  *  *  acquired  his 
shares  in  the  Bank,  he  intended  to  impose  upon  it  an 
aggressive  policy  toward  growth.  You  further  repre¬ 
sented  that  management  of  the  Bank  and  the  Board  of 
Directors  disagreed  with  this  policy  and  that  in  late 
1988  management  began  to  seek  a  way  to  resolve  the 
disagreement.  Management  sought  to  find  a  pur¬ 
chaser  for  Mr.  *  *  *'s  shares  and  that  search  culminated 
in  the  execution  of  the  agreements  with  Messrs.  *  *  *. 
Under  the  agreements,  the  Sellers  will  sell  all  their 
interests  in  the  Bank. 

You  also  represented  that  the  Sellers  did  not  originally 
purchase  the  shares  and  warrants  in  the  Bank  with  the 
intent  of  circumventing  12  C.F.R.  Part  16  but  instead 
had  a  bona  fide  intent  to  hold  them  as  an  investment.  All 
of  the  Sellers  signed  agreements  which  provided  that 
they  were  purchasing  the  stock  and  warrants  for  in¬ 
vestment  purposes  and  would  not  sell  them  for  2  years. 

In  addition,  you  stated  that  Messrs.  *  *  *,  as  well  as  the 
other  members  of  their  investors  group,  if  permitted  to 
acquire  the  shares  and  warrants  prior  to  the  expiration 
of  the  2-year  holding  period,  will  execute  agreements 
which  comply  with  the  requirements  of  12  C.F.R  § 
1 6.5(e)  and  therefore  will  not  dispose  of  the  shares  and 
warrants  during  the  5  months  that  remain  of  the  2-year 
holding  period  .3  Messrs.  *  *  *  and  the  other  members  of 
their  investor  group  will  have  access  to  the  information 
specified  in  12  C.F.R.  §  16.5(c).  All  the  shares  and 
warrants  are  being  acquired  on  a  negotiated  basis  by 
sophisticated  buyers  and  there  will  be  no  subsequent 
public  distribution.  The  Bank’s  common  stock  is  regis¬ 
tered  with  the  OCC  pursuant  to  Section  12(g)  of  the 
Securities  Exchange  Act  of  1934,  15  U.S.C.  §  781(g). 

Based  upon  the  facts  set  forth  above,  the  OCC  will  not 
object  to  the  proposed  sale  of  the  325,000  shares  and 
325,000  warrants  as  units  prior  to  the  expiration  of  the 
2-year  holding  period.  This  does  not,  however,  relieve 
the  parties  of  any  other  obligations  to  comply  with 
applicable  laws.  Please  be  advised  that  the  OCC  re¬ 
serves  the  right  to  take  appropriate  action  should  the 
facts  and  circumstances  of  the  proposed  transfer  differ 
in  any  manner  from  the  representations  made  in  your 


3Although  the  total  number  of  individuals  purchasing  the  stock  and 
warrants  from  the  Sellers  is  22  and  therefore  in  excess  of  the  15 
purchasers  that  12  C.F.R.  §  16.5(d)  generally  would  have  permitted 
in  the  original  nonpublic  offering,  it  should  be  noted  that  12  C  F  R  § 
16  5(d)  also  provides  that  "[a]  request  to  increase  the  number  of 
purchases  may  be  made  in  a  letter  setting  forth  the  basis  for  the 
request  ” 


letter  and  enclosures  or  during  our  telephone  conver¬ 
sations. 

Elizabeth  S.  Malone 
Attorney 

Securities  &  Corporate  Practices  Division 

¥  ¥  ¥ 


486  — June  20,  1989 

This  is  in  response  to  your  letter  of  January  26,  1989, 
and  our  telephone  conversations  between  January  31 , 
and  April  13,  1989.  You  have  asked  whether  a  pre¬ 
sumption  of  acquisition  of  control  of  a  national  bank 
arises  under  12  C.F.R  §  5.50(d)(1  )(ii)  if  a  purchaser 
acquires  more  than  1 0  percent  but  less  than  25  percent 
of  a  class  of  voting  securities  of  a  bank,  and  a  group  of 
persons  acting  in  concert  owns  a  greater  proportion  of 
that  class  of  securities. 

The  Change  in  Bank  Control  Act  (CBCA)  provides  that 

[n]o  person,  acting  directly  or  indirectly  or 
through  or  in  concert  with  one  or  more  other 
persons,  shall  acquire  control  of  any  insured  bank 
through  a  purchase,  assignment,  transfer, 
pledge,  or  other  disposition  of  voting  stock  of 
such  insured  bank  unless  the  appropriate  federal 
banking  agency  has  been  given  sixty  days’  prior 
written  notice  of  such  proposed  acquisition.  .  . 

(12  U.S.C.  §  1 81 7 (j)(1 ).) 

"Control”  is  defined  in  the  CBCA  as  “the  power,  directly 
or  indirectly,  to  direct  the  management  or  policies  of  an 
insured  bank  or  to  vote  25  per  centum  or  more  of  any 
class  of  voting  securities  of  an  insured  bank."  12  U.S.C 
181 7(j)(8)(B).  The  OCC's  implementing  regulation  re¬ 
quires  prior  notice  of  "acquisitions  by  a  person  or 
persons  acting  in  concert  of  the  power  to  vote  25 
percent  or  more  of  a  class  of  voting  securities  of  a 
national  bank.  .  .  12  C.F.R.  §  5.50(d)(1).  The  regu¬ 

lation  further  clarifies  the  CBCA’s  definition  of  control 
by  including  a  rebuttable  presumption  of  control  if  a 
person  acquires  a  “ownership,  control  or  the  power  to 
vote  10  percent  or  more  .  .  .”  of  a  Bank’s  securities,  and 
either  the  Bank  is  registered  pursuant  to  the  Securities 
Exchange  Act  of  1934  or  "[ijmmediately  after  the 
transaction  no  other  person  will  own  a  greater  pro¬ 
portion  of  that  class  of  voting  securities."  12  C.F.R  § 
5.50(d)(1  )(ii)  (emphasis  added).  You  seek  confirmation 
that  the  term  "person"  in  section  (d)(1)(ii)  includes 
"persons  acting  in  concert."  If  it  does,  the  rebuttable 
presumption  of  control  would  not  arise  when  a  person 
purchases  fewer  shares  than  are  controlled  by  a  group 
acting  in  concert. 


49 


In  your  letter,  you  argue  that  the  term  “person"  is  used 
throughout  the  regulation  to  include  both  individuals 
and  groups  acting  in  concert  You  argue  that  the  OCC’s 
regulation  at  section  (d)(1)  uses  the  term  "person  or 
persons  acting  in  concert"  to  describe  the  CBCA’s 
requirements,  and  thereafter  uses  the  singular  term 
person"  in  contexts  that  suggest  the  term  en¬ 
compasses  persons  acting  in  concert.  You  point  out 
that  section  (g)(3)(i)  does  specifically  state  that  the 
term  person  includes  a  group  of  persons  acting  in 
concert  in  aescribing  when  the  rebuttable  presumption 
of  control  will  arise: 

With  respect  to  persons  who  have  the  power  to 
vote  less  than  25  percent  of  an  institution's 
shares,  the  Office  [of  the  Comptroller  of  the  Cur¬ 
rency]  has  established  the  following  rebuttable 
presumptions  for  purposes  of  the  Notice  re¬ 
quirements  under  the  Act: 


(B)  When  a  transaction  involving  any  class  of 
voting  securities  of  a  national  bank  would  result  in 
a  person  (or  group  of  persons  acting  in  concert) 
having  voting  control  of  10  percent  or  more,  and 
after  the  transaction  the  acquiring  person  would 
be  the  largest  shareholder  of  that  institution,  the 
transaction  results  in  control.  (12  C.F  R  section 
5  50(g)(3)(i).) 

You  argue  that  section  (g)(3)(i)  makes  it  clear  that  the 
phrase  “group  of  persons  acting  in  concert”  is  incor¬ 
porated  in  the  term  "person"  throughout  the  regulation, 
including  section  (d)(1  )(ii). 

We  agree  that  the  term  “person”  in  section  (d)(1)(ii) 
includes  persons  acting  in  concert  to  control  a  national 
bank  As  section  (g)(3)(i)(B)  indicates,  the  term  “per¬ 
son”  includes  persons  acting  in  concert  for  purposes  of 
establishing  the  rebuttable  presumption  in  section 
(d)(1).  A  group  acting  in  concert  is  a  "person”  not  only 
for  purposes  of  determining  if  a  “person"  controls  a 
sufficient  percentage  of  the  bank's  shares  to  raise  the 
rebuttable  presumption,  but  also  for  purposes  of  de¬ 
termining  if  another  “person"  owns  a  greater  proportion 
under  section  (d)(1)(ii)  so  that  no  presumption  arises. 
Thus,  if  a  purchaser  acquires  more  than  1 0  percent  but 
less  than  25  percent  of  a  class  of  voting  securities,  but  a 
group  acting  in  concert  owns  a  greater  proportion  of 
the  class  of  securities,  the  individual  is  not  presumed  to 
exercise  control  under  section  (d)(1)(ii). 


if  you  have  any  questions  concerning  the  above, 
please  contact  me  at  (202)  447-1954 


Mitch  Mertens 
Attorney 

Securities  &  Corporate  Practices  Division 


Investment  Securities  Letters 

31  —  November  23,  1988 

You  have  requested  a  response  from  us  concerning 
whether  or  not  Consolidated  Bank  qualifies  for  an 
exemption  from  filing  with  the  OCC  as  a  Government 
Securities  Dealer. 

In  your  inquiry  you  describe  the  government  securities 
activities  of  your  bank  as  follows: 

•  The  bank  executes  purchase  and  sale  orders 
as  agent  for  customers  on  an  unsolicited  basis 
and  for  a  fee. 

•  The  bank  executes  purchase  and  sale  orders 
as  principal  on  an  unsolicited  basis.  When  act¬ 
ing  in  a  principal  capacity  the  bank  buys  or  sells 
the  requested  security  from  an  approved 
broker  and  then  buys  or  sells  this  security  from 
the  portfolio  to  the  customer  at  markup  or 
markdown. 

•  Customers  receive  a  confirmation  for  all  securi¬ 
ties  transactions  executed  by  the  bank,  whether 
in  an  agency  or  principal  capacity. 

•  The  bank  will  safekeep  customer  securities 
upon  request. 

•  The  bank  performs  fewer  than  500  government 
securities  transactions  per  year. 

Based  on  the  facts  described  in  your  letter,  your  bank 
does  not  qualify  for  an  exemption  from  filing  as  a 
government  securities  dealer.  Although  the  institution 
conducts  fewer  than  500  government  securities  trans¬ 
actions  a  year,  a  portion  of  these  transactions  are 
conducted  in  a  principal  capacity.  A  financial  institution 
which  qualifies  for  a  limited  exemption  from  filing  as  a 
government  securities  dealer  must  either  effect  fewer 
than  500  brokerage  transactions  per  year  or  effect  all 
brokerage  transactions  on  a  fully  disclosed  network 
basis  through  a  registered  government  securities 
broker-dealer.  The  networking  arrangements  must 
meet  the  conditions  described  in  17  C.F.R  401.3.  If 
your  bank  continues  conducting  government  securi¬ 
ties  transactions  under  the  situations  described  in  your 
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letter,  e  g.,  as  principal,  the  bank  must  file  as  a  gov¬ 
ernment  securities  dealer. 

In  addition  to  the  registration  requirements  there  are 
additional  portions  of  the  Treasury  Department’s  regu¬ 
lations  which  may  apply  to  all  financial  institutions.  All 
financial  institutions,  including  those  that  qualify  for  an 
exemption  from  filing  as  a  government  securities 
broker/dealer  that  retain  custody  of  securities  sold 
under  an  agreement  to  repurchase  must  comply  with 
the  requirements  for  hold-in-custody  repurchase 
agreements  described  in  17  C.F.R.  403.5(d).  All  de¬ 
pository  institutions  are  also  subject  to  17  C.F.R.  450 
concerning  custodial  holdings  of  government  re¬ 
quirements  of  17  C.F.R.  403.5(d)  and  17  C.F.R  450, 
please  review  the  attached  issuance. 

All  national  banks  effecting  securities  transactions  for 
customers  are  subject  to  12  C.F.R.  12  —  Record¬ 
keeping  and  Confirmation  Requirements  for  Securities 
Transactions.  12  C.F.R  12  is  being  amended  in  order 
for  these  requirements  to  conform  with  the  Treasury 
Department’s  implementing  regulations  concerning 
the  GSA,  and  to  eliminate  current  exclusions/ 
exemptions  from  these  requirements  for  U  S.  govern¬ 
ment  securities. 

If  you  have  additional  questions  concerning  this  in¬ 
quiry,  please  contact  Lisa  Lintecum  at  (202)  447-1901 . 

Owen  Carney 
Director 

Investment  Securities  Division 

★  ★  ★ 

32  —  December  2,  1988 

You  have  requested  our  opinion  concerning  a  new 
service  which  *  *  *  Bank  is  contemplating  in  providing. 
*  *  *  will  place  deposits  at  other  banks  or  thrifts  on 
behalf  of  its  customers.  *  *  *  will  act  as  agent  pursuant 
to  a  signed  agency  agreement  with  the  customer. 

We  agree  with  your  conclusion  that  a  national  bank  is 
permitted  to  place  deposits  as  agent  for  its  customers 
with  other  financial  institutions  pursuant  to  12  U.S.C. 
24(7). 

Please  be  advised  in  order  to  preserve  the  bank’s 
agency  capacity  adequate  disclosures  must  be  made 
to  the  customers.  At  a  minimum,  this  requires  the  dis¬ 
closure  of  the  source  and  amount  of  any  fees  the  bank 
will  receive  in  connection  with  agency  transactions. 
Agency  transactions  conducted  without  adequate  cus¬ 
tomer  disclosures  can  result  in  unintentional  liabilities 
for  a  bank. 


I  trust  this  is  responsive  to  your  request 

Owen  Carney 
Director 

Investment  Securities  Division 

★  *  * 


33  —  July  6,  1988 

You  have  requested  our  opinion  concerning  whether  it 
is  permissible  for  a  national  bank’s  trust  department  to 
direct  securities  trades  to  an  affiliated  discount  securi¬ 
ties  brokerage  company. 

The  trust  department  of  *  *  *  (Bank)  manages  several 
types  of  trust  accounts  on  a  fee  basis  Currently,  securi¬ 
ties  trades  are  executed  for  the  trust  accounts  through 
non-affiliated  broker/dealers  on  a  commission  basis 
Your  letter  indicates  *  *  *,  a  discount  securities  broker¬ 
age  company  owned  by  *  *  *  can  provide  the  same 
trading  services  to  trust  accounts  of  the  Bank  at  com¬ 
parable  or  lower  commission  costs  than  those  charged 
by  non-affiliated  broker/dealers.  You  propose  to  direct 
some  or  all  of  the  trust  department’s  securities  trans¬ 
actions  to  *  *  *  rather  than  directing  the  transactions  to 
non-affiliated  broker/dealers. 

The  OCC  recognizes  significant  self-dealing  implica¬ 
tions  arise  when  a  national  bank  places  trust  depart¬ 
ment  securities  transactions  through  an  associated 
discount  brokerage  company  and  charges  a  com¬ 
mission,  in  addition  to  the  account  management  fees 
being  paid  by  the  trust  customer.  The  OCC's  policy 
concerning  a  national  bank's  trust  department  pur¬ 
chasing  securities  through  an  affiliated  discount 
brokerage  company  is  stated  in  Trust  Banking  Circular 
23,  dated  October  4,  1 983.  The  T rust  Banking  Circular 
specifies  that  national  banks  may  only  effect  securities 
transactions  through  an  affiliated  discount  brokerage 
company  if  the  transactions  are  performed  on  a  non¬ 
profit  basis.  This  policy  permits  such  transactions  if  the 
fee  charged  to  a  trust  account  covers  the  cost  of  the 
transaction  and  no  more.  Under  no  circumstances  may 
the  bank  or  its  affiliate  make  a  profit  from  these  discount 
brokerage  transactions.  Exceptions  to  the  prohibition 
exist  when  specific  authority  to  effect  such  a  securities 
transaction  is  granted  in  the  appropriate  governing 
instrument,  or  local  law  If  all  beneficiaries  of  a  par¬ 
ticular  trust  are  available  and  competent,  are  ap¬ 
praised  of  the  affiliate  relationship  between  the  bank 
and  the  discount  brokerage  company,  are  made  aware 
of  the  fee  arrangement,  and  subsequently  give  their 
approval  for  such  transactions,  then  the  use  of  the 
affiliate  discount  brokerage  company  is  permissible 
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If  you  have  additional  questions  concerning  your  re¬ 
quest  please  contact  me  at  (202)  447-1901 

Owen  Carney 
Director 

Investment  Securities  Division 

*  *  * 


34  —  January  30,  1989 

This  is  in  response  to  your  August  15,  1988  letter  in 
which  you  request  that  we  determine  if  a  national  bank 
has  the  authority  to  purchase  Payment-in-Kind  (PIK) 
certificates  from  customers  for  its  own  account. 

Your  letter  states  that  PIK  certificates  are  issued  by  the 
U.S.  Department  of  Agriculture  Commodity  Credit  Cor¬ 
poration  (CCC)  for  deficiency  payments  on  farm  grain 
commodities  and  as  such  are  backed  by  CCC  com¬ 
modities.  First  National  Bank,  as  a  service  to  its  agricul¬ 
ture  customers,  purchases  PIK  certificates  from  those 
customers  giving  them  immediate  credit.  The  pur¬ 
chase  price  is  arrived  at  by  calling  several  firms  that 
deal  in  these  certificates  and  obtaining  a  price  from 
them.  You  then  quote  the  current  price,  less  a  mark¬ 
down,  and  funds  are  given  to  the  customer.  The  certifi¬ 
cates  are  then  immediately  sent,  via  certified  mail,  to  a 
dealer  for  subsequent  reimbursement  to  the  bank  by 
the  dealer. 

Information  provided  by  the  U.S.  Department  of  Ag¬ 
riculture  states  that  only  the  original  holder  has  the 
option  of  presenting  a  PIK  certificate  for  cash  payment. 
The  options  of  subsequent  holders  of  PIK  certificates 
are  limited  to:  1 )  selling  or  transferring  the  commodity 
certificate  to  another  party,  2)  using  the  commodity 
certificate  to  redeem  grain  pledged  as  collateral  for 
CCC  price  support  loans,  or  3)  exchanging  the  com¬ 
modity  certificate  for  CCC  owned  inventory  through  the 
Kansas  City  Commodity  Office.  Consequently,  unless 
a  bank  sells  the  certificate  to  another  party  for  cash,  it  is 
only  in  possession  of  a  certificate  that  entitles  it  to 
commodities. 

Although  national  banks  may  acquire  agricultural 
commodities  under  limited  circumstances,  they  are  not 
permitted  to  purchase  or  deal  in  such  commodities. 
This  means  that  a  bank  generally  may  not  buy  or  sell  for 
its  own  account  agricultural  commodities  or  instru¬ 
ments  used  to  represent  title  to  agricultural  products. 
Once  a  PIK  certificate  is  negotiated  by  the  person  to 
whom  it  was  issued,  it  represents  nothing  more  than  the 
holder's  title  to  specified  agricultural  commodities.  Ac¬ 
cordingly,  a  national  bank  may  not  buy  PIK  certificates 
as  principal  even  though  the  purpose  of  the  transaction 


is  to  reduce  the  certificates  to  cash  on  behalf  of  bank 
customers. 

However,  the  OCC  does  encourage  banks  to  support 
and  service  the  needs  of  their  customers.  Should  a 
national  bank  wish  to  act  as  an  intermediary  (an  agent) 
in  the  redemption  of  PIK  certificates  for  customers,  we 
recommend  the  use  of  standard  collection  procedures 
in  offering  this  service.  In  such  a  process,  customers 
would  present  PIK  certificates  to  a  bank  for  collection, 
the  bank  would  call  several  firms  that  deal  in  certifi¬ 
cates  and  obtain  a  price  for  them,  and  then  quote  the 
customer  the  current  price  less  a  fully  disclosed  fee  or 
mark-down  The  bank  would  then  send  the  certificate  to 
the  dealer  for  collection  and,  upon  receipt  of  funds  from 
the  dealer,  the  customer  would  be  paid.  Alternatively, 
the  bank  could  loan  the  customer  funds,  in  con¬ 
formance  with  credit  policy  and  procedures,  while  the 
certificate  is  out  for  collection. 

I  trust  this  has  been  responsive  to  your  inquiry.  Should 
you  have  any  questions  please  call  me  on  (202) 
447-1901. 

Michael  L.  Brosnan 
National  Bank  Examiner 

★  ★  * 

35  —  March  2,  1989 

This  is  in  response  to  your  January  24,  1989  letter 
regarding  Government  Backed  Trusts  T-2  and  T-3, 
Current  Coupon  Certificates  (Trust  Certificates).  In  your 
letter  you  request  our  concurrence  that  the  Trust  Cer¬ 
tificates  are  “obligations  of  the  United  States"  that 
national  banks  are  authorized  to  purchase,  deal  in, 
underwrite  and  hold  in  unlimited  quantity  under  12 
U.S.C.  24(7). 

The  Trust  Certificates  represent  an  undivided  fractional 
interest  in  certain  trusts.  The  assets  of  each  trust  con¬ 
sist  of:  (1)  a  promissory  note  (Note)  issued  by  the 
Republic  of  Turkey  (Borrower)  evidencing  the  uncon¬ 
ditional  obligation  to  pay  principal  and/or  interest  on 
each  Note  payment  date;  (2)  a  guaranty  by  the  United 
States  of  America,  acting  through  the  Defense  Security 
Assistance  Agency  of  the  Department  of  Defense 
(DSAA)  of  the  due  and  punctual  payment  of  90  percent 
of  all  principal  and  interest  due  on  the  Note;  and  (3)  a 
beneficial  interest  in  a  government  securities  trust  hold¬ 
ing  noncallable  United  States  Treasury  bills,  notes, 
bonds  and  other  direct  obligations  of  the  United  States 
of  America  calculated  to  provide  the  trust  on  a  timely 
basis  with  funds  in  an  amount  equal  to  at  least  10 
percent  of  all  principal  and  interest  payments  due  on 
the  Note  The  Trust  Certificates  themselves  are  not 
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obligations  of  or  guaranteed  by  the  United  States  and 
are  not  obligations  of  the  Borrower.  The  full  faith  and 
credit  of  the  United  States  of  America  has  been 
pledged  to  the  performance  of  the  guaranty  of  the 
DSAA  and  backs  all  of  the  United  States  government 
obligations  held  in  trust  and  intended  to  provide  pay¬ 
ment  of  10  percent  of  the  Note.  Consequently,  if  the 
Borrower  fails  to  make  any  payment  due  on  the  Note, 
the  trust  holding  the  Note  will  receive  funds  from  the 
DSAA  guaranty  and  from  the  securities  trust  holding 
the  U.S.  government  securities  in  amounts  sufficient  to 
pay  all  fees  and  expenses  of  the  trust  and  to  make  full 
and  timely  distributions  on  the  Trust  Certificate. 

In  your  letter  you  indicate  that  the  Trust  Certificates 
should  be  treated  as  “U.S.  government  obligations" 
within  the  contemplation  of  12  U.S.C.  24(7)  because,  in 
economic  substance,  the  holder  of  a  Trust  Certificate 
can  look  to  the  full  faith  and  credit  of  the  United  States 
for  payment  of  all  amounts  due,  and  that  each  Trust 
Certificate  is  not  merely  collateralized  by  the  assets  of 
the  related  trust,  but  represents  an  undivided  fractional 
interest  in  the  assets  of  the  trust. 

You  also  indicate  that  the  fact  that  the  Trust  Certificates 
derive  their  backing  by  the  full  faith  and  credit  of  the 
United  States  through  a  combination  of  the  Note,  the 
guarantee  of  the  Note  by  DSAA,  and  the  beneficial 
interest  in  the  trust  should  not  alter  a  conclusion  that 
Trust  Certificates  constitute  “obligations  of  the  United 
States." 

We  agree.  Our  agreement  is  based  on  precedents 
established  in  12  C.F.R  §  1.110(b),  and  12  C.F.R.  § 
1.120(e).  We  think  the  Trust  Certificates,  and  similar 
obligations  take  on  the  attributes  of  the  underlying  U.S. 
government  or  agency  obligations  because  the  com¬ 
bined  guaranty,  and  pledge  of  securities  and  dedi¬ 
cation  of  their  payment  streams  is  sufficient  to  fully  pay 
principal  and  interest  when  due.  Accordingly,  we  con¬ 
cur  that  Trust  Certificates,  as  described,  are  U.S.  gov¬ 
ernment  obligations  for  the  purposes  of  12  C.F.R.  1  and 
that  a  national  bank  can  deal  in,  underwrite,  purchase 
and  sell  Trust  Certificates  for  its  own  account  without 
limitation. 


If  you  have  any  questions  contact  me  at  (202) 
447-1901. 

Owen  Carney 
Director 

Investment  Securities 

★  ★  ★ 


36  —  March  27,  1989 

You  have  requested  a  clarification  of  the  OCC's  posi¬ 
tion  concerning  offers  of  indemnification  against  loss 
by  a  national  bank  for  its  customers  in  a  securities 
lending  program.  You  are  requesting  this  information 
because  *  *  *  (the  Bank)  is  interested  in  offering  indem¬ 
nified  securities  lending  to  institutional  customers  on  a 
fully  disclosed  agency  basis. 

There  are  court  decisions  that  state  as  a  general  rule 
banks  cannot  guarantee  the  obligation  of  another  party 
or  indemnify  another  party  from  loss.  OCC  interpretive 
ruling  7.7010  (12  C.F.R.  7.7010)  describes  an  excep¬ 
tion  to  the  general  prohibition  against  indemnification. 
According  to  this  ruling  a  national  bank  may  become  a 
guarantor  in  a  transaction  if  the  bank  has  a  substantial 
interest  in  the  performance  of  the  transaction  in  ques¬ 
tion  or  has  a  segregated  deposit  sufficient  in  amount  to 
cover  the  bank’s  potential  liability. 

The  OCC  considers  securities  loan  transactions  that 
are  at  least  100  percent  secured  (collateralized)  by 
cash  or  U.S.  government  securities  of  equivalent  mar¬ 
ket  value  the  same  as  the  Bank  holding  a  segregated 
deposit  sufficient  to  cover  its  total  liability  under  the 
indemnification.  The  completely  secured  loans  will 
satisfy  interpretative  ruling  1 2  C.F.R.  7.701 0  whether  or 
not  the  bank  has  a  substantial  interest  in  the  per¬ 
formance  of  a  transaction.  Flowever,  if  a  letter  of  credit 
(LOC)  issued  by  another  bank  is  taken  as  collateral,  the 
OCC  has  taken  the  position  that  this  type  of  securities 
lending  collateral  will  not  meet  the  requirement  of  a 
segregated  deposit  for  purposes  of  the  interpretative 
ruling  because  the  LOC  is  not  a  marketable  security. 
Therefore,  indemnification  of  a  securities  lending 
transaction  is  permissible  where  a  national  bank  100 
percent  collateralizes  the  loan  with  cash  or  U.S.  Gov¬ 
ernment  securities  with  a  protective  market  value. 

The  OCC  has  taken  the  position  that  a  bank's  indemni¬ 
fied  securities  lending  program  is  subject  to  the  lend¬ 
ing  limits  of  12  U.S.C.  84,  and  the  type  of  collateral 
securing  the  lending  of  securities  under  the  indemni¬ 
fication  agreement  determines  the  applicability  of  ex¬ 
ceptions  to  the  lending  limits  of  12  U.S.C.  84.  Please 
refer  to  the  enclosed  copy  of  the  regulation  to  deter¬ 
mine  the  exceptions  which  may  apply  to  your  program 

Certain  regulatory  reporting  requirements  apply  to  in¬ 
demnified  securities  lending  programs  as  described  in 
OCC  Banking  Circular  196,  dated  May  7,  1985. 


If  you  have  further  questions  concerning  securities 
lending  please  contact  me  at  (202)  447-1901 
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Lisa  Lintecum 
National  Trust  Examiner 
Investment  Securities  Division 


37  —  April  7,  1989 

You  have  asked  us  about  the  applicability  of  the  cus¬ 
todial  holding  requirements  of  17  C.F.R.  450  to  the 
*  *  *  (the  Bank)  holdings  of  U  S.  government  securities 
for  fiduciary  customers  and  other  bank  customers. 

Only  the  Bank’s  holding  of  U  S.  government  securities 
in  a  fiduciary  capacity  are  exempt  from  1 7  C.F.R.  450. 
To  meet  the  requirements  for  the  exemption  the  Bank 
must  adopt  policies  and  procedures  that  subject  these 
fiduciary  holdings  to  the  requirements  of  12  C.F.R.  9. 

All  other  U  S  government  securities  safekept  by  the 
Bank  for  customers,  including  those  safekept  at  a 
correspondent  bank,  are  subject  to  17  C.F  R.  450.  As 
indicated  in  your  letter,  the  requirements  of  Part  450  are 
summarized  on  pages  7  through  9  of  the  OCC  Banking 
Bulletin  88-35,  on  the  Government  Securities  Act, 
dated  December  2,  1988. 

If  you  have  further  questions  concerning  this  response 
or  the  Government  Securities  Act,  please  contact  Lisa 
Lintecum  at  (202)  447-1901. 

Owen  Carney 
Director 

Investment  Securities  Division 

★  ★  ★ 


38  —  April  7,  1989 

This  is  in  response  to  a  November  1 6,  1 988  letter  from 
*  *  *  regarding  certain  Government  Trust  Certificates 
(Trust  Certificates).  In  your  letter  you  request  our  opin¬ 
ion  as  to  whether  the  T rust  Certificates  are  restricted  as 
to  purchase  by  a  national  bank. 

The  Trust  Certificates  you  inquire  about  evidence  an 
undivided  fractional  interest  in  certain  trusts.  The  as¬ 
sets  of  each  trust  consist  of  a  promissory  note  (Note) 
representing  a  loan  made  by  the  trust  to  the  Govern¬ 
ment  of  Israel  (Borrower)  Each  Note  is  backed  by:  (1) 
the  full  faith  and  credit  guaranty  issued  by  the  United 
States  of  America,  acting  through  the  Defense  Security 
Assistance  Agency  (DSAA)  of  the  Department  of  De¬ 
fense  for  the  due  and  punctual  payment  of  90  percent 


of  all  payments  of  principal  and  interest  due  on  the 
Note;  and  (2)  a  security  interest  in  collateral,  consisting 
of  noncallable  securities  issued  or  guaranteed  by  the 
United  States  government,  or  derivatives  thereof,  suf¬ 
ficient  to  pay  the  remaining  1 0  percent  of  all  payment  of 
principal  and  interest  due  on  the  Note.  The  Trust  Cer¬ 
tificates  themselves  are  not  obligations  of  or  guaran¬ 
teed  by  the  United  States  or  any  governmental  agency, 
and  are  not  obligations  of  or  guaranteed  by  the  Bor¬ 
rower.  The  full  faith  and  credit  of  the  United  States  of 
American  has  been  pledged  to  the  performance  of  the 
guaranty  of  the  DSAA.  Consequently,  if  the  Borrower 
fails  to  make  any  payment  due  on  the  Note,  the  trust 
holding  the  Note  will  receive  funds  from  the  DSAA 
guaranty  in  an  amount  equal  to  90  percent  of  the  Note 
principal  and  interest,  and  from  a  securities  trust  hold¬ 
ing  U.S.  government  securities,  or  derivatives  thereof, 
in  amounts  sufficient  to  pay  the  remaining  1 0  percent  of 
the  overdue  Note  payment. 

In  a  prior  letter  dated  March  2,  1989  we  stated  that,  for 
the  purposes  of  12  C.F.R.  1 ,  the  obligations  described 
in  that  letter  take  on  the  attributes  of  the  underlying  U.S. 
government  or  agency  obligations  because  the  com¬ 
bined  guaranty,  and  pledge  of  securities  and  dedi¬ 
cation  of  their  payment  stream  is  sufficient  to  fully  pay 
principal  and  interest  when  due  We  based  this  opinion 
on  the  precedents  established  in  12  C.F.R.  §  1 .1 10(b), 
and  12  C.F.R.  §  1  120(e).  The  Trust  Certificates  you 
inquire  about  are  similar  to  those  described  in  our 
March  2,  1989  letter,  except  that  the  collateral  security 
interest  in  noncallable  securities  issued  or  guaranteed 
by  the  United  States  which  secures  the  10  percent  of 
the  Note  obligation  which  is  not  guaranteed  by  the 
DSAA  may  also  consist  of  “derivatives"  of  obligations 
issued  by  or  guaranteed  by  the  United  States  govern¬ 
ment. 

The  term  “derivative”  is  not  defined  in  the  material  you 
provided  with  your  ruling  request  Because  the  term 
“derivative"  is  not  defined  and  can  be  subject  to  vary¬ 
ing  interpretations,  it  is  our  opinion  that  the  Trust  Certifi¬ 
cates  as  described  in  this  letter  are  U.S.  government 
obligations  for  the  purposes  of  12  C.F.R.  1,  only  if  all 
“derivatives”  which  are  held  by  a  trust  to  collateralize 
the  10  percent  of  the  principal  and  interest  due  on  the 
Note  provide  for  a  direct  and  unhindered  access  to  an 
obligation  of,  or  guaranty  by,  the  U.S.  government.  The 
OCC  has  previously  states  in  Investment  Securities 
Ruling  514  dated  August  8,  1986  that  obligations  aris¬ 
ing  out  of  the  U.S.  Treasury  STRIPS  Program  are  ob¬ 
ligations  of  the  United  States  within  the  meaning  of  12 
U.S.C.  24(7)  and  12  C.F.R.  1.3(c). 

While  it  is  our  opinion  that  there  is  no  statutory  limitation 
on  the  dollar  amount  of  Trust  Certificates  which  a  na¬ 
tional  bank  may  deal-in,  underwrite  or  hold,  investors  in 
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these  or  similar  financial  instruments  need  to  be  aware 
of  the  risk  that  the  trustee  or  custodian  will  fail  to 
perform  all  that  it  has  committed  to  perform  under  the 
trustee  or  custodial  arrangement.  Examples  of  a  trus¬ 
tee  or  custodial  risk  might  be:  failure  to  exercise  due 
diligence;  failure  of  automated  records  or  processing 
systems,  or  inaccurate  or  inadequate  processing,  rec¬ 
ordkeeping  or  automated  systems;  failure  to  provide 
appropriate  notices  to  Trust  Certificate  holders  as 
specified  in  the  agreement;  or  similar  types  of  situ¬ 
ations.  Therefore,  in  order  to  demonstrate  prudence, 
dealers  and  investors  in  Trust  Certificates  or  similar 
instruments  should  analyze  the  trustee  and  custodial 
risks  associated  with  their  holdings,  and  consider  the 
diversification  of  these  risks  by  avoiding  con¬ 
centrations  which  result  from  holdings  having  the  same 
trustee  or  custodian. 

If  you  have  any  questions  contact  me  at  (202) 
447-1901. 

Owen  Carney 
Director 

Investment  Securities 

★  ★  ★ 


39  — April  13,  1989 

National  Bank  Examiner  *  *  *  has  requested  that  this 
Office  provide  *  *  *  with  an  accounting  opinion  con¬ 
cerning  loans  and  other  assets  held  for  resale.  This 
request  arose  as  part  of  the  examination  process  of  the 
bank’s  asset  sales  activities  which  were  included  in  the 
Report  of  Supervisory  Activity  covering  the  second  half 
of  1988. 

Assets  that  are  held  for  resale  should  be  reported  and 
carried  at  the  lower  of  cost  or  market  value.  The  bank  is 
responsible  for  implementing  a  system  that  identifies 
those  assets  that  are  to  be  sold,  and  segregates  them 
from  those  assets  that  are  intended  to  be  held  to 
maturity. 

The  predominant  industry  practice  has  been  to  carry 
loans  and  assets  other  than  trading  securities  at  cost 
unless  there  is  a  demonstrated  intent  to  dispose  of  the 
assets  prior  to  the  asset’s  stated  maturity  date.  The 
existence  of  the  bank’s  separate  asset  sales  depart¬ 
ments  with  identified  assets  held  for  sale  is  inconsistent 
with  the  view  that  such  assets  will  be  held  to  maturity. 

Historically,  banks  selling  loans  have  conducted  oper¬ 
ations  similar  to  mortgage  banking  businesses.  In  such 
cases  where  a  bank  plans  to  dispose  of  part  of  its  loan 
portfolio,  loans  identified  for  sale  should  be  separately 


disclosed  and  carried  at  the  lower  of  cost  or  market 
value  consistent  with  FASB  Statement  No  65.  Ac¬ 
counting  for  Certain  Mortgage  Banking  Activities  " 
Thus,  loans  which  are  not  expected  to  be  held  to 
maturity  should  be  recorded  at  the  lower  of  cost  or 
market  value,  unless  such  unrealized  losses  are 
immaterial 

Mark  to  market  accounting  would  only  be  justified  if  the 
transactions  are  clearly  trading  in  nature,  i.e.,  if  the 
bank  is  making  a  market  for  these  assets  The  AICPA  is 
currently  in  the  process  of  addressing  the  issue  of 
trading  versus  investment  activities.  In  the  event  their 
conclusions  may  differ,  the  accounting  treatment  for 
these  activities  should  be  reconsidered 

Allan  B.  Guerrma 
Director 

Multinational  and  Regional  Bank  Supervision 

★  ★  ★ 


40  —  April  21,  1989 

This  is  in  response  to  your  April  3,  1989  letter  to  Mal¬ 
colm  Northam  concerning  Due  Bills.  Your  letter  notes 
that  our  policy  statement  on  Due  Bills,  Banking  Circular 
No.  182  (BC-182),  requires  a  bank  dealer  to  issue  a 
written  Due  Bill  notice  when  a  fail  to  receive  a  security  is 
recognized.  The  letter  notes  that  97  percent  of  your 
bank's  fails  are  resolved  the  next  day.  You  conclude 
that  a  written  Due  Bill  notice  to  customers  should  not  be 
necessary  when  a  bank  makes  a  diligent  effort  to  obtain 
and  deliver  the  security.  You  recommend  that  Due  Bill 
notices  be  required  only  when  delays  in  delivering  a 
security  exceeds  3  days. 

We  understand  the  points  raised  in  your  letter  and  have 
considered  them  in  the  past.  We  cannot  accept  your 
conclusion  because  your  arguments  do  not  sufficiently 
distinguish  between  “fails"  and  Due  Bills.  Most  often 
“fails”  become  Due  Bills  when  a  bank  issues  an  internal 
notice  to  take  the  purchase  price  of  the  failed  securities 
out  of  the  customer's  deposit  account  on  the  originally 
agreed  to  settlement  date  even  though  the  trade  has 
“failed.”  The  creation  of  a  Due  Bill  is  a  voluntary  act  by  a 
bank.  The  difficulties  associated  with  the  written  dis¬ 
closures  provided  on  short  term  Due  Bills  are  not  pres¬ 
ent  when  the  Due  Bill  is  not  created.  A  number  of  bank 
dealers  have  chosen  to  avoid  the  disclosure  problems 
noted  in  your  letter  by  avoiding  the  creation  of  Due  Bills. 

Also,  we  do  not  concur  with  your  proposal  to  modify 
Due  Bill  disclosure  language  to  say  “  the  payment 
made  by  you  to  purchase  the  security  in  question  is  not 
covered  by  FDIC  insurance  sir  ce  it  is  not  considered  a 
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deposit  "  We  do  not  think  that  such  a  disclosure  clearly 
informs  all  the  counterparts  to  Due  Bill  transactions  of 
the  risk  in  the  transactions  The  absence  of  deposit 
insurance  coverage  may  be  a  material  fact  which 
needs  to  be  disclosed  when  dealing  with  transactions 
of  a  size  that  might  benefit  from  deposit  insurance,  eg., 
Due  Bill  transactions  under  $1 00,000  As  the  dollar  size 
of  a  Due  Bill  exceeds  the  deposit  insurance  limit,  we 
think  disclosure  of  the  unsecured  relationship  be¬ 
comes  material 

If  you  have  any  further  questions  or  comments,  please 
feel  free  to  call  me  at  (202)  447-1901. 

Owen  Carney 
Director 

Investment  Securities  Division 

★  ★  ★ 


41  —  June  16,  1989 

This  is  in  response  to  your  letter  of  April  7,  1988  ad¬ 
dressed  to  our  Central  District  Counsel  *  *  *  concerning 
the  purchase  of  real  estate  tax  liens  by  national  banks. 
Your  client,  *  *  *  (Bank),  has  been  purchasing  such 
liens  for  several  years.  You  attached  a  description  of 
real  estate  tax  sale  procedures  in  the  state  of  Michigan, 
prepared  by  the  State’s  Treasury  Department,  as  well 
as  two  legal  opinions  which  conclude  that  the  purchase 
of  real  estate  tax  liens  is  a  permissible  activity  for 
national  banks.  Your  letter  has  been  referred  to  me  for 
response. 

We  understand  Michigan’s  real  property  tax  lien  pro¬ 
cedures  to  operate  as  follows.  When  real  property 
taxes  are  3  years  delinquent,  counties  are  authorized  to 
sell  the  tax  liens  on  such  properties  to  private  pur¬ 
chasers  by  competitive  bids.  The  tax  lien  covering  the 
property(ies)  is  sold  to  the  person  who  will  pay  the 
accumulated  tax  charges  and  take  an  undivided  inter¬ 
est  in  the  premises.  The  successful  bidder  then  re¬ 
ceives  from  the  county  treasurer  a  certificate  evi¬ 
dencing  the  purchase  of  the  delinquent  tax  lien.  The 
property  owner  has  the  right  to  redeem  the  property  at 
any  time  prior  to  the  next  annual  tax  sale  by  paying  to 
either  the  county  or  state  treasurer  the  amount  of  de¬ 
linquent  taxes,  plus  1 .25  percent  interest  per  month.  If 
the  property  taxes  are  paid  by  the  owner,  the  holder  of 
the  tax  lien  certificate  is  notifed  of  the  payment,  and 
upon  surrendering  the  tax  lien  certificate,  receives  the 
amount  paid  by  the  owner  If  the  property  owner  does 
not  pay  the  delinquent  taxes  prior  to  the  next  tax  lien 
sale  the  tax  lien  certificate  holder  surrenders  the  tax 
lien  certificate  to  the  state  treasurer's  office,  and  re¬ 
ceives  a  tax  deed  in  return  Although  a  tax  deed  con¬ 


veys  absolute  title  to  the  real  property,  it  is  void  unless 
the  tax  deed  owner  serves  notice  to  the  former  property 
owner  of  the  right  to  obtain  reconvenyance  of  the 
property.  Upon  service  of  this  notice,  the  former  prop¬ 
erty  owner  has  6  months  in  which  to  redeem  the  prop¬ 
erty  by  reimbursing  the  tax  deed  holder  for  all  sums 
paid  plus  50  percent,  plus  costs.  If  the  former  owner 
does  not  reimburse  the  tax  deed  holder  the  final  title 
passes  to  the  tax  deed  holder. 

In  purchasing  delinquent  tax  liens  or  tax  lien  certifi¬ 
cates,  a  national  bank  is,  in  effect,  extending  credit  to 
the  property  owner  in  a  manner  which  has  long  been 
considered  by  the  Office  of  the  Comptroller  of  the 
Currency  to  be  an  unsafe  and  unsound  banking  prac¬ 
tice;  that  is,  advancing  funds  predicated  solely  on  the 
value  of  the  collateral  rather  than  an  obligor’s  ability  to 
repay.  Advancing  funds  in  order  to  purchase  de¬ 
linquent  tax  liens  or  tax  lien  certificates  is  unsafe  and 
unsound  because  it  is  likely,  and  in  fact  probable,  that  a 
national  bank  will: 

1.  not  know  the  current  market  appraisal  of  the 
real  property; 

2.  not  know  the  type  of  real  property,  i.e.,  resi¬ 
dential,  multifamily,  office,  limited  use,  vacant/ 
occupied,  raw  land,  etc.; 

3.  not  know  when,  or  if,  the  real  estate  tax  liens 
will  be  paid; 

4.  not  know  the  prospects  of  receiving  de¬ 
linquent  tax  payments  from  the  property 
owner,  or  mortgage  holder,  accordingly  will 
not  know,  or  be  able  to  make  an  informed 
judgement  whether  repayment  will  come  from 
forced  possession  and  sale  of  the  collateral- 
property; 

5.  not  know  who  the  real  estate  owner  is; 

6.  not  know  the  condition  of  the  property,  and 
whether  there  are  conditions  which  will  de¬ 
crease  the  appraised  value  and  the  potential 
for  resale; 

7.  not  know  if  an  additional  expenditure  of  funds 
will  be  required  in  order  to  sell  the  property  to 
recover  the  funds  advanced; 

8.  not  know  if  additional  expenditures  of  funds 
(which  may  be  in  excess  of  realizable  property 
values)  will  be  required  as  a  result  of  the  bank 
becoming  "owner  of  record,"  i.e.,  required 
clean-up  of  toxic  substances,  required  multi¬ 
family  dwelling  rehabilitation,  etc 
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Moreover,  even  if  the  purchasing  bank  has  knowledge 
of  some  or  all  of  the  above  issues,  repayment  of  the 
funds  advanced  is  contingent  solely  upon  collection  of 
the  delinquent  taxes,  or  foreclosure.  A  national  bank 
which  acquires  tax  liens  or  tax  certificates  will  advance 
funds  which  have  an  unknown  likelihood  of  being  re¬ 
paid  by  property  owners  who  are  already  delinquent  on 
their  taxes.  The  tax  lien  advances  have  no  prescribed 
term  of  repayment  (other  than  by  state  real  estate 
foreclosure  law)  and  their  ultimate  repayment  is  based 
upon  real  estate  liquidation  values.  These  types  of 
extensions  of  credit  by  a  national  bank  are,  at  a  mini¬ 
mum,  normally  considered  to  be  substandard  credits. 
Under  traditional  methods  for  evaluating  a  national 
bank’s  loan  portfolio  management  practices,  inten¬ 
tional  granting  of  substandard  credits  could  lead  to  a 
supervisory  determination  of  unsafe  and  unsound 
banking. 

For  all  of  the  above  reasons,  we  conclude  that  the 
acquisition  of  real  estate  tax  liens  or  tax  lien  certificates 
is  not  a  safe  and  sound  banking  activity  as  part  of  a 
national  bank’s  loan  portfolio  management  practices. 

In  a  recent  telephone  conversation  you  suggested  that, 
as  an  alternative  to  purchasing  tax  liens  as  loans,  the 
Bank  may  wish  to  purchase  and  hold  individual  tax 


liens  or  pools  of  tax  lien  certificates  as  investment 
securities.  Twelve  U.S.C.  24  7  and  12  C.F  R  1  limit 
national  bank  investment  in  securities  to  marketable 
obligations  in  the  form  of  bonds,  notes  or  debentures 
which  are  commonly  regarded  as  investment  securi¬ 
ties.  While  a  tax  lien  or  tax  lien  certificate  may  be 
considered  an  extension  of  credit  to  the  real  property 
owner,  a  real  estate  tax  lien  or  tax  lien  certificate  is  not 
considered  to  be  a  note,  bond  or  debenture  and  is 
certainly  not  commonly  regarded  as  an  investment 
security.  It  is  my  understanding  that  the  owner  of  a  tax 
certificate  can  assign  or  transfer  ownership  of  a  tax  lien 
However;  we  are  not  aware  of  any  dealers,  financial 
intermediaries,  or  exchanges  where  the  tax  certificates 
are  commonly  purchased  and  sold,  or  where  bid  and 
ask  prices  can  be  readily  obtained.  Accordingly,  in  our 
opinion,  tax  liens  or  tax  lien  certificates  are  not  readily 
marketable.  Tax  liens  are  not  securities  eligible  for 
national  bank  investment. 

If  you  have  any  questions,  contact  me  at  (202) 
447-1901. 

Malcolm  P.  Northam 
Deputy  Director 
Investment  Securities  Division 
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Mergers  —  July  1  to  September  30,  1989 


Mergers  consummated  involving  two  or  more  operating  banks. 


Page 

July  1,  1989 

The  Army  National  Bank  of  Fort  Leavenworth,  Fort 
Leavenworth,  Kansas 

Fort  Carson  National  Bank,  Fort  Carson,  Colorado 

Merger .  63 

July  1,  1989 

The  First  National  Bank  of  Jermyn,  Jermyn, 

Pennsylvania 

The  First  National  Bank  of  Jessup,  Jessup 
Pennsylvania 

Merger .  63 

July  1,  1989 

First  National  Bank  of  the  Quad  Cities,  Rock  Island, 

Illinois 

Southpark  National  Bank  of  Quad  Cities,  Moline,  Illinois 

Merger .  63 

July  1,  1989: 

First  of  America  Bank-Bay  City,  National  Association, 

Bay  City,  Michigan 

First  of  America  Bank-Mid-Michigan,  Gladwin,  Michigan 

Merger  .  63 

July  1,  1989 

First  South  Bank,  National  Association,  Forst  Valley, 

Georgia 

First  South  Bank,  Ashburn,  Georgia 

Merger .  63 

July  1,  1989 

Midlantic  National  Bank,  Newark,  New  Jersey 

Midlantic  National  Bank/Merchants,  Neptune  Township, 

New  Jersey 


Merger .  63 

July  1,  1989: 

United  National  Bank,  Parkersburg,  West  Virginia 

Elk  National  Bank,  Big  Chimney,  West  Virginia 

Merger .  64 


July  1,  1989: 

United  National  Bank,  Parkersburg,  West  Virginia 
Ohio  Valley  National  Bank  of  Vienna,  Vienna,  West 
Virginia 

Merger .  64 

July  1,  1989: 

The  Weston  National  Bank,  Weston,  West  Virginia 
Webster  County  National  Bank,  Webster  Spring,  West 
Virginia 

Kanawha  Union  Bank,  Glenville,  West  Virginia 

Merger .  64 

July  8,  1989 

Plutchinson  National  Bank  and  Trust  Company, 

Plutchinson,  Kansas 

Commerce  Bank  of  Plutchinson,  National  Association 
Plutchinson,  Kansas 

Merger .  64 

July  13,  1989 

The  First  National  Bank  of  Strasburg,  Strasburg, 

Colorado 

Bennett  National  Bank,  Bennett,  Colorado 


Merger  .  64 

July  14,  1989 

Metropolitan  National  Bank,  Farmers  Branch,  Texas 
Independent  Bank-Coppell,  N  A  ,  Coppell,  Texas 

Merger .  65 

July  20,  1989 

Charter  National  Bank-Colonial,  Plouston,  Texas 

Fallbrook  National  Bank,  Plouston,  Texas 

Merger  65 


Page 

July  20,  1989 

Texas  American  Bridge  Bank,  National  Association 
Fort  Worth,  Texas 

Texas  American  Bank/Galleria,  National  Association, 

Plouston,  Texas 

Texas  American  Bank/Greater  Southwest,  Grand 
Prairie,  Texas 

Texas  American  Bank/Amarillo,  National  Association, 

Amarillo,  Texas 

Texas  American  Bank/Forum,  National  Association, 

Arlington,  Texas 

Texas  American  Bank/Austin,  National  Association, 

Austin,  Texas 

Texas  American  Bank/Breckenridge,  National 
Association,  Breckenridge,  Texas 
Texas  American  Bank/Farmers  Branch,  National 
Association,  Farmers  Branch,  Texas 
Texas  American  Bank/Dallas,  National  Association, 

Dallas,  Texas 

Texas  American  Bank/LBJ,  National  Association, 

Dallas,  Texas 

Texas  American  Bank/Prestonwood,  National 
Association,  Dallas,  Texas 
Texas  American  Bank/Denison,  National  Association 
Denison,  Texas 

Texas  American  Bank/Duncanville,  National 
Association,  Duncanville,  Texas 
Texas  American  Bank/Fort  Worth,  National  Association, 

Fort  Worth,  Texas 

Texas  American  Bank/Fredericksburg,  National 
Association,  Fredericksburg,  Texas 
Texas  American  Bank/Temple,  National  Association, 

Temple,  Texas 

Texas  American  Bank/Tyler,  National  Association,  Tyler, 

Texas 

Texas  American  Bank/Wichita  Falls,  National 
Association,  Wichita  Falls,  Texas 
Texas  American  Bank/Longview,  National  Association 
Longview,  Texas 

Texas  American  Bank/McKinney,  National  Association, 

McKinney,  Texas 

Texas  American  Bank/Midland,  National  Association, 

Midland,  Texas 

Texas  American  Bank/Levelland,  Levelland,  Texas 
Texas  American  Bank/Plano,  National  Association, 

Plano,  Texas 

Texas  American  Bank/Richardson  National 
Association,  Richardson,  Texas 
Texas  American  Bank/Southwest,  National  Association, 

Stafford,  Texas 

Merger .  .  65 

July  26,  1989 

The  First  National  Bank  of  La  Feria,  La  Feria,  Texas 
The  PHidalgo  County  Bank  and  Trust  Company, 

Mercedes,  Texas 

Merger  66 

July  27,  1989 

First  National  Bank,  Sweetwater,  Texas 

The  Texas  Bank  &  Trust  Company,  Sweetwater,  Texas 

Merger  .  66 

July  28,  1989 

Groos  Bank,  National  Association,  San  Antonio,  Texas 

San  Pedro  State  Bank,  San  Antonio,  Texas 

Merger  66 
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July  28  1989 

Union  National  Bank  of  Texas  Austin  Texas 

Brushy  Creek  National  Bank  Austin,  Texas 

Merger 

66 

August  19  1989 

First  National  Bank,  Elkhart,  Indiana 

State  Bank  of  Syracuse,  Syracuse,  Indiana 

Merger 

July  31  1989 

The  First  National  Bank  of  Chesterhill,  Chesterhill,  Ohio 
The  First  National  Bank  of  Caldwell,  Caldwell  Ohio 
Merger 

66 

August  24  1989 

Colonial  National  Bank,  Fort  Worth.  Texas 

Park  Central  Bank,  National  Association,  Fort  Worth, 
Texas 

July  31  1989 

First  National  Bank  of  Woodford  County  Metamora. 
Illinois 

Farmers  State  Bank  of  Benson,  Benson,  Illinois 

Merger 

66 

Merger 

August  24,  1989 

First  National  Bank  of  Jacksonville,  Jacksonville,  Texas 
Troup  Bank  &  Trust  Company,  Troup,  Texas 

Merger  . 

July  31,  1989 

Wells  Fargo  Bank,  National  Association,  San  Francisco, 
California 

Bank  of  Paradise  Paradise  California 

Merger  . 
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August  24,  1989 

First  National  Bank  South,  Grand  Forks,  North  Dakota 
The  Dakota  Bank,  Grand  Forks,  North  Dakota 

Merger 

August  24  1989 

August  3.  1989 

The  Frost  National  Bank  of  San  Antonio.  San  Antonio 
Texas 

University  National  Bank,  San  Antonio  Texas 

Merger  . 

68 

The  Frost  National  Bank  of  San  Antonio,  San  Antonio. 
Texas 

Summit  Bank,  San  Antonio,  Texas 

Merger  . 

August  24,  1989 

August  4,  1989 

First  National  Bank  of  Kirksville,  Kirksville,  Missouri 
Commerce  Bank  of  Kirksville,  National  Association, 
Kirksville,  Missouri 

Merger  . 

68 

Hibernia  National  Bank  in  Texas,  Pflugerville.  Texas 
First  State  Bank,  Pflugerville,  Texas 

Merger  . 

August  28,  1989 

Olympic  National  Bank,  Los  Angeles,  California 

August  8  1989 

Peoples  National  Bank.  Monument,  Colorado 

Buena  Vista  Savings  &  Industrial  Bank,  Buena  Vista, 
Colorado 

Merger  .  . 

69 

City  Savings  &  Loan  Association,  Westlake,  Village, 
California 

Merger  . 

August  28,  1989 

The  Seymour  National  Bank,  Seymour,  Indiana 

August  1 1 ,  1989 

The  Citizens  and  Southern  National  Bank  of  Florida, 

Fort  Lauderdale,  Florida 

Liberty  Federal  Savings  and  Loan,  Port  Richey.  Florida 
Merger  . 

69 

The  First  National  Bank  of  North  Vernon,  North  Vernon, 
Indiana 

Merger  . 

August  28,  1989 

United  National  Bank,  Parkersburg,  West  Virginia 

August  1 1 ,  1989 

Shawmut  Bank,  National  Association,  Boston, 
Massachusetts 

First  Bristol  County  National  Bank,  Taunton, 
Massachusetts 

Merger  . 

69 

The  First  National  Bank  of  Ripley,  Ripley,  West  Virginia 

Merger  . 

August  31 ,  1989 

First  National  Bank  in  Mankato,  Mankato,  Kanasas 

The  Burr  Oak  State  Bank,  Burr  Oak,  Kansas 

Merger  . 

August  17,  1989 

First  City,  Texas-Beaumont,  National  Association, 
Beaumont,  Texas 

First  State  Bank,  Liberty,  Texas 

Merger  . 

69 

August  31 ,  1989. 

The  Midway  National  Bank  of  St.  Paul,  Minnesota 

Valley  National  Bank,  Apple  Valley,  Minnesota 

Merger . 

September  1 ,  1989 

August  17,  1989 

First  National  Bank  of  Temple,  Temple,  Texas 

Citizens  National  Bank  of  Killeen,  Killeen,  Texas 

Merger  . 

69 

Centerre  Bank  of  Cape  Girardeau,  National 

Association,  Cape  Girardeau,  Missouri 

Boatman's  Bank  of  Cape  Girardeau,  Cape  Girardeau, 
Missouri 

August  18,  1989 

Bank  IV  Coffeyville  National  Association,  Coffeyville, 
Kansas 

First  Federal  Savings  &  Loan  Association,  Coffeyville, 
Kansas 

Merger  . 

69 

Merger .  . 

September  7,  1989 

Hibernia  National  Bank  in  Texas,  Pflugerville,  Texas 
Thousand  Oaks  National  Bank,  San  Antonio,  Texas 

Merger  . 

September  8,  1989 

August  18,  1989 

Bank  of  New  England-North,  National  Association, 

Lowell  Massachusetts 

Bank  of  New  England-Essex,  Peabody,  Massachusetts 
Merger 

69 

Commercial  Bank,  National  Association,  Oklahoma 

City,  Oklahoma 

Mercantile  Bank,  N  A  ,  Moore,  Oklahoma 

Merger . 

September8,  1989 

August  18  1989 

Hiberma  National  Bank.  New  Orleans,  Louisiana 
Evangeline  Federal  Savings  &  Loan,  Lafayette, 

Louisiana 

Merger 

70 

First  National  Bank  of  Commerce,  New  Orleans, 
Louisiana 

Elmwood  Federal  Savings  and  Loan,  Harahan. 

Louisiana 

Merger . 

August  18  1989 

NCNB  Texas  National  Bank  Dallas,  Texas 

Century  Savings  &  Loan  Association  Baytown,  Texas 
Merger 

70 

September  8,  1989 

NCNB  Texas  National  Bank,  Dallas,  Texas 

American  Federal  Savings  Bank.  Austin,  Texas 

Merger 
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70 

70 

70 

70 

70 

71 

71 

71 

72 

72 

72 

72 

72 

72 

73 

73 


September8,  1989 

Society  National  Bank,  Cleveland,  Ohio 

Society  Bank  of  Eastern  Ohio,  National  Association, 

Canton,  Ohio 

Merger  .  73 

September  8,  1989 

Whitney  National  Bank.  New  Orleans,  Louisiana 
Enterprise  Federal  Savings  and  Loan,  Marrero, 

Louisiana 


Merger  .  73 

September  14,  1989: 

Bedford  National  Bank,  Bedford,  Texas 
Prairie  State  Bank,  Grand  Prairie,  Texas 

Merger  .  73 

September  14,  1989: 

First  City,  Texas-San  Antonio,  N  A  ,  San  Antonio,  Texas 

Medcentre  Bank,  N  A  ,  San  Antonio,  Texas 

Merger  .  73 


September  15,  1989: 

The  First  National  Bank  and  Trust  Company  of  North 
Platte,  North  Platte,  Nebraska 
Nile  Valley  Federal  Savings  and  Loan  Association, 
Scottsbluff,  Nebraska 


Merger  .  74 

September  15,  1989 

The  First  National  Bank  of  Atlanta,  Atlanta,  Georgia 
First  Bank  and  Trust  Company,  Fayetteville,  Georgia 

Merger .  74 

September  15,  1989 

Hibernia  National  Bank,  New  Orleans,  Louisiana 
First  Savings  of  Louisiana,  F.S.A  .  La  Place,  Louisiana 

Merger  .  74 

September  15,  1989: 

Hibernia  National  Bank  in  Texas,  Pflugerville,  Texas 
Humble  Savings  &  Loan  Association,  Humble,  Texas 
Merger  .  74 


September  15,  1989: 

Marquette  Bank  Minneapolis,  National  Association, 
Minneapolis,  Minnesota 

Marquette  Bank  Columbia  Heights,  Columbia  Heights, 
Minnesota 

Marquette  Bank  University,  National  Association, 

Minneapolis,  Minnesota 

Marquette  Bank  Lake,  Minneapolis,  Minnesota 

Merger  .  74 

September  15,  1989: 

NCNB  National  Bank  of  North  Carolina,  Charlotte,  North 
Carolina 

Great  Atlantic  Savings  Bank,  F.S.B.,  Manteo,  North 
Carolina 

Merger  .  74 

September  16,  1989 

First  Bank,  National  Association,  Minneapolis, 

Minnesota 

First  Bank  Cottage  Grove,  National  Association, 


Cottage  Grove,  Minnesota 

Merger  .  75 

September  21 ,  1989 
First  City,  Texas-Tyler,  N  A  ,  Tyler,  Texas 
Rose  Capital  Bank,  Tyler,  Texas 

Merger  .  75 


September  21 ,  1989 

The  Garden  National  Bank  of  Garden  City  Garden 
City,  Kansas 

Colonial  Savings  Association  of  America,  Liberal 
Kansas 

Merger  75 

September  22,  1989 

The  First  National  Bank  of  Commerce,  Commerce, 

Georgia 

Habersham  Federal  Savings  and  Loan  Association 
Cornelia,  Georgia 

Merger  75 

September  22,  1989 

First  Security  Bank  of  Utah,  National  Association, 

Ogden,  Utah 

Davis  County  Bank,  Farmington,  Utah 

Merger .  75 

September  22,  1989 

NCNB  Texas  National  Bank,  Dallas,  Texas 

First  Capital  Savings  Association  of  Texas,  Houston, 

Texas 


Merger .  75 

September  22,  1989 

NCNB  Texas  National  Bank,  Dallas,  Texas 
Village  Savings  Bank,  FS  B  ,  Houston,  Texas 

Merger .  .  76 

September  23,  1989 

First  National  Bank  in  Morrill,  Morrill,  Nebraska 
The  Farmers  State  Bank,  Lyman,  Nebraska 

Merger .  76 

September  28,  1989 

Security  Pacific  Bank,  National  Association,  Scottsdale, 
Arizona 

National  Bank  of  Arizona,  Scottsdale,  Arizona 

Merger .  jq 

September  28,  1989 

Security  Pacific  National  Bank,  Los  Angeles,  California 
Southwest  Bank,  Vista,  California 

Merger  .  76 


September  29,  1989 
INB  National  Bank,  Indianapolis,  Indiana 
The  Citizens  National  Bank  of  Bedford,  Bedford, 

Indiana 

Merger  .  76 

September  29,  1989 

The  National  Bank  and  Trust  Company  of  Norwich, 

Norwich,  New  York 

Hayes  National  Bank,  Clinton,  New  York 
The  Fulton  County  National  Bank  and  Trust  Company, 
Gloversville,  New  York 

The  First  National  Bank  of  Hancock,  Hancock,  New 
York 

The  Bank  of  Lake  Placid,  Lake  Placid,  New  York 

Merger .  76 

September  30,  1989 

The  First  National  Bank  of  Hayes  Center,  Hayes  Center, 
Nebraska 

American  State  Bank,  McCook,  Nebraska 

Merger .  77 
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There  are  a  number  of  transactions  in  this  section  that  do  not  have  an  accompanying  decision  In  those  cases,  the 
OCC  reviewed  the  competitive  effects  of  the  proposals  by  using  its  standard  procedures  for  determining  whether  the 
transaction  has  minimal  or  no  adverse  competitive  effects.  The  Office  found  the  proposals  satisfied  its  criteria  for 
transactions  that  clearly  had  no  or  minimal  adverse  competitive  effects. 

THE  ARMY  NATIONAL  BANK  OF  FORT  LEAVENWORTH, 

Fort  Leavenworth,  Kansas,  and  Fort  Carson  National  Bank,  Fort  Carson,  Colorado 


Names  of  institutions  and  type  of  transaction  Total  assets 


The  Army  National  Bank  of  Fort  Leavenworth,  Fort  Leavenworth,  Kansas  (8796),  with .  $  100.985,000 

and  Fort  Carson  National  Bank,  Fort  Carson,  Colorado  (15620),  with  .  12!238!oOO 

merged  July  1,  1989,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  .  1 13,223.000 


THE  FIRST  NATIONAL  BANK  OF  JERMYN, 

Jermyn,  Pennsylvania,  and  The  First  National  Bank  of  Jessup,  Jessup,  Pennsylvania 


Names  of  institutions  and  type  of  transaction  Total  assets 


The  First  National  Bank  of  Jermyn,  Jermyn,  Pennsylvania  (6158),  with  .  $  162,476,000 

and  The  First  National  Bank  of  Jessup,  Jessup,  Pennsylvania  (9600),  with  .  27,675,000 

merged  July  1,  1989,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  .  190,151,000 


FIRST  NATIONAL  BANK  OF  THE  QUAD  CITIES, 

Rock  Island,  Illinois,  and  Southpark  National  Bank  of  the  Quad  Cities,  Moline,  Illinois 


Names  of  institutions  and  type  of  transaction 

Total  assets 

First  National  Bank  of  the  Quad  Cities,  Rock  Island,  Illinois  (14537),  with 
and  Southpark  National  Bank  of  the  Quad  Cities,  Moline,  Illinois  (15458)  with 

merged  July  1,  1989,  under  charter  of  the  former  and  title  “First  of  America  Bank-Quad  Cities,  National  Association.’ 
merged  bank  at  date  of  merger  had  . 

....  $  294,906,000 

33,909,000 

'  The 

*  *  * 

FIRST  OF  AMERICA  BANK-BAY  CITY,  NATIONAL  ASSOCIATION, 

Bay  City,  Michigan,  and  First  of  America  Bank-Mid-Michigan,  Gladwin,  Michigan 

Names  of  institutions  and  type  of  transaction 

Total  assets 

First  of  America  Bank-Bay  City,  National  Association,  Bay  City,  Michigan  (14641),  with 
and  First  of  America  Bank-Mid-Michigan,  Gladwin,  Michigan,  with  . 

merged  July  1,  1989,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had 

...  $  382,672,000 

.  .  .  488,648,000 

FIRST  SOUTH  BANK,  NATIONAL  ASSOCIATION, 

Fort  Valley,  Georgia,  and  First  South  Bank,  Ashburn,  Georgia 


Names  of  institutions  and  type  of  transaction  Total  assets 


First  South  Bank,  National  Association,  Fort  Valley,  Georgia  (21032),  with  .  $  72,787,000 

and  First  South  Bank,  Ashburn,  Georgia,  with .  42,327,000 

merged  July  1,  1989,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  .  1 15,1 15,000 


MIDLANTIC  NATIONAL  BANK, 

Newark,  New  Jersey,  and  Midlantic  National  Bank/Merchants,  Neptune  Township,  New  Jersey 


Names  of  institutions  and  type  of  transaction  Total  assets 


Midlantic  National  Bank,  Newark,  New  Jersey  (1316),  with  .  $  8,098,825,000 

and  Midlantic  National  Bank/Merchants,  Neptune  Township,  New  Jersey  (1 5430),  with  1.431.615.000 

merged  July  1,  1989,  under  charter  and  title  of  the  former  The  merged  bank  at  date  of  merger  had .  9,518.426,000 
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MIDLANTIC  NATIONAL  BANK, 

Newark,  New  Jersey,  and  Midlantic  National  Bank/South,  Mt  Laurel,  New  Jersey 

Names  of  institutions  and  type  of  transaction  Total  assets 

Midlantic  National  Bank,  Newark,  New  Jersey  (1316),  with  .  $  5,712,781,000 

and  Midlantic  National  Bank  South,  Mt.  Laurel,  New  Jersey  (1209),  with  .  2,414,332,000 

merged  July  1,  1989,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  .  8,098,825,000 


UNITED  NATIONAL  BANK, 

Parkersburg,  West  Virginia,  and  Elk  National  Bank,  Big  Chimney,  West  Virginia 

Names  of  institutions  and  type  of  transaction  Total  assets 

United  National  Bank,  Parkersburg,  West  Virginia  (1427),  with  .  $  616,433,000 

and  Elk  National  Bank,  Big  Chimney,  West  Virginia  (16182),  with  .  28,251,000 

merged  July  1,  1989,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  .  644,684,000 


UNITED  NATIONAL  BANK, 

Parkersburg,  West  Virginia,  and  Ohio  Valley  National  Bank  of  Vienna,  Vienna,  West  Virginia 

Names  of  institutions  and  type  of  transaction  Total  assets 

United  National  Bank,  Parkersburg,  West  Virginia  (1427),  with  .  $  615,260,000 

and  Ohio  Valley  National  Bank  of  Vienna,  Vienna,  West  Virginia  (14772),  with .  64,322,000 

merged  July  1,  1989,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  .  676,382,000 


THE  WESTON  NATIONAL  BANK, 

Weston,  West  Virginia,  and  Webster  County  National  Bank,  Webster  Springs,  West  Virginia,  and  Kanawha  Union 
Bank,  Glenville,  West  Virginia 

Names  of  institutions  and  type  of  transaction  Total  assets 

The  Weston  National  Bank,  Weston,  West  Virginia  (13634),  with  .  $  64,680,000 

and  Webster  County  National  Bank,  Webster  Springs,  West  Virginia  (14013),  with  .  35,914,000 

and  Kanawha  Union  Bank,  Glenville,  West  Virginia,  with  .  73,462,000 

merged  July  1,  1989,  under  charter  13634  and  title  “United  National  Bank-Central"  in  Glenville.  The  merged  bank  at  date  of 

merger  had  .  174,056,000 


HUTCHINSON  NATIONAL  BANK  AND  TRUST  COMPANY, 

Hutchinson,  Kansas,  and  Commerce  Bank  of  Hutchinson,  National  Association,  Hutchinson,  Kansas 

Names  of  institutions  and  type  of  transaction  Total  assets 

Hutchinson  National  Bank  and  Trust  Company,  Hutchinson,  Kansas  (10765),  with  .  $  198,510,000 

and  Commerce  Bank  of  Hutchinson,  National  Association,  Hutchinson,  Kansas  (15629),  with  .  14,582,000 

merged  July  8,  1989,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  .  212,044,000 


THE  FIRST  NATIONAL  BANK  OF  STRASBURG, 

Strasburg,  Colorado,  and  Bennett  National  Bank,  Bennett,  Colorado 

Names  of  institutions  and  type  of  transaction  Total  assets 

The  First  National  Bank  of  Strasburg,  Strasburg,  Colorado  (1 1640),  with  .  $  41,958,000 

and  Bennett  National  Bank,  Bennett,  Colorado  (17892),  with  .  8,876,000 

merged  July  13,  1989,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  .  N/A 


METROPOLITAN  NATIONAL  BANK, 

Farmers  Branch,  Texas,  and  Independent  Bank-Coppell,  N.A.,  Coppell,  Texas 


Names  of  institutions  and  type  of  transaction 

Total  assets 

Metropolitan  National  Bank,  Farmers  Branch,  Texas  (17031),  with  . 

and  Independent  Bank-Coppell,  N.A.,  Coppell,  Texas  (20064),  with  . 

merged  July  14,  1989,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had 

$  118,295,000 

.  35,616,000 

.  N/A 

*  *  * 

CHARTER  NATIONAL  BANK-COLONIAL, 

Houston,  Texas,  and  Fallbrook  National  Bank,  Houston,  Texas 

Names  of  institutions  and  type  of  transaction 

Total  assets 

Charter  National  Bank-Colonial,  Houston,  Texas  (16493),  with  . 

and  Fallbrook  National  Bank,  Houston,  Texas  (18445),  with  . 

merged  July  20,  1989,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had 

.  $  142,454,000 

.  31,520,000 

.  N/A 

TEXAS  AMERICAN  BRIDGE  BANK,  NATIONAL  ASSOCIATION, 

Fort  Worth,  Texas,  and  Texas  American  Bank/Galleria,  National  Association,  Houston,  Texas,  and  Texas  American 
Bank/Greater  Southwest,  Grand  Prairie,  Texas,  and  Texas  American  Bank/Amarillo,  National  Association,  Amarillo, 
Texas,  and  Texas  American  Bank/Forum,  National  Association,  Arlington,  Texas,  and  Texas  American  Bank/Austin, 
National  Association,  Austin,  Texas,  and  Texas  American  Bank/Breckenridge,  National  Association,  Breckenridge, 
Texas,  and  Texas  American  Bank/Farmers  Branch,  National  Association,  Farmers  Branch,  Texas,  and  Texas 
American  Bank/Dallas,  National  Association,  Dallas,  Texas,  and  Texas  American  Bank/LBJ,  National  Association, 
Dallas,  Texas,  and  Texas  American  Bank/Prestonwood,  National  Association,  Dallas,  Texas,  and  Texas  American 
Bank/Denison,  National  Association,  Denison,  Texas,  and  Texas  American  Bank/Duncanville,  National  Association, 
Duncanville,  Texas,  and  Texas  American  Bank/Fort  Worth,  National  Association,  Fort  Worth,  Texas,  and  Texas 
American  Bank/Fredericksburg,  National  Association,  Fredericksburg,  Texas,  and  Texas  American  Bank/Temple, 
National  Association,  Temple,  Texas,  and  Texas  American  Bank/Tyler,  National  Association,  Tyler,  Texas,  and 
Texas  American  Bank/Wichita  Falls,  National  Association,  Wichita  Falls,  Texas,  and  Texas  American  Bank/ 
Longview,  National  Association,  Longview,  Texas,  and  Texas  American  Bank/McKinney,  National  Association, 
McKinney,  Texas,  and  Texas  American  Bank/Midland,  National  Association,  Midland,  Texas,  and  Texas  American 
Bank/Levelland,  Levelland,  Texas,  and  Texas  American  Bank/Plano,  National  Association,  Plano,  Texas,  and  Texas 
American  Bank/Richardson,  National  Association,  Richardson,  Texas,  and  Texas  American  Bank/Southwest, 
National  Association,  Stafford,  Texas 


Names  of  institutions  and  type  of  transaction  Total  assets 


Texas  American  Bridge  Bank,  National  Association,  Fort  Worth,  Texas  (21987),  with  . $  N/A 

and  Texas  American  Bank/Galleria,  National  Association,  Houston,  Texas  (14916),  with  .  373,374,000 

and  Texas  American  Bank/Greater  Southwest,  Grand  Prairie,  Texas,  with .  40,405,000 

and  Texas  American  Bank/Amarillo,  National  Association,  Amarillo,  Texas  (14350),  with  .  235,647,000 

and  Texas  American  Bank/Forum,  National  Association,  Arlington,  Texas  (21550),  with .  57,026,000 

and  Texas  American  Bank/Austin,  National  Association,  Austin,  Texas  (21582),  with  .  164,092,000 

and  Texas  American  Bank/Breckenridge,  National  Association,  Breckenridge,  Texas  (14027),  with  .  95,782,000 

and  Texas  American  Bank/Farmers  Branch,  National  Association,  Farmers  Branch,  Texas  (21756),  with  .  54,100,000 

and  Texas  American  Bank/Dallas,  National  Association,  Dallas,  Texas  (21586),  with  .  308,151,000 

and  Texas  American  Bank/LBJ,  National  Association,  Dallas,  Texas  (21743),  with  .  73,726,000 

and  Texas  American  Bank/Prestonwood,  National  Association,  Dallas,  Texas  (16557),  with  .  57,966,000 

and  Texas  American  Bank/Denison,  National  Association,  Denison,  Texas  (12728),  with .  135,038,000 

and  Texas  American  Bank/Duncanville,  National  Association,  Duncanville,  Texas  (14940),  with .  188,672,000 

and  Texas  American  Bank/Fort  Worth,  National  Association,  Fort  Worth,  Texas  (3131),  with  .  2,417,285,000 

and  Texas  American  Bank/Fredericksburg,  National  Association,  Fredericksburg,  Texas  (13610),  with .  141,295,000 

and  Texas  American  Bank/Temple,  National  Association,  Temple,  Texas  (16404),  with  .  80,062,000 

and  Texas  American  Bank/Tyler,  National  Association,  Tyler,  Texas  (15979),  with  .  157,217,000 

and  Texas  American  Bank/Wichita  Falls,  National  Association,  Wichita  Falls,  Texas  (21556),  with  .  60,328,000 

and  Texas  American  Bank/Longview,  National  Association,  Longview,  Texas  (16911),  with  .  83,615,000 

and  Texas  American  Bank/McKinney,  National  Association,  McKinney,  Texas  (2909),  with  .  197,409,000 

and  Texas  American  Bank/Midland,  National  Association,  Midland,  Texas  (21559),  with  .  130,299,000 

and  Texas  American  Bank/Levelland,  Levelland,  Texas,  with  .  212,748,000 

and  Texas  American  Bank/Plano,  National  Association,  Plano,  Texas  (17651),  with  .  36,569,000 

and  Texas  American  Bank/Richardson,  National  Association,  Richardson,  Texas  (16879),  with  .  45,791,000 

and  Texas  American  Bank/Southwest,  National  Association,  Stafford,  Texas  (21555),  with  .  42,369,000 

merged  July  20, 1 989,  under  charter  and  title  of  Texas  American  Bridge  Bank,  Fort  Worth,  Texas  (21987).  The  merged  bank  at 

date  of  merger  had  .  N  A 
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THE  FIRST  NATIONAL  BANK  OF  LA  FERIA, 

La  Feria.  Texas,  and  The  Hidalgo  County  Bank  and  Trust  Company,  Mercedes,  Texas 

Names  of  institutions  and  type  of  transaction  Total  assets 

The  First  National  Bank  of  La  Feria,  La  Feria,  Texas  (12747),  with  .  $  31,311,000 

and  The  Hidalgo  County  Bank  and  Trust  Company,  Mercedes,  Texas,  with  .  20,400,000 

merged  July  26,  1989,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  .  N/A 


FIRST  NATIONAL  BANK, 

Sweetwater,  Texas,  and  The  Texas  Bank  &  Trust  Company,  Sweetwater,  Texas 

Names  of  institutions  and  type  of  transaction  Total  assets 

First  National  Bank,  Sweetwater.  Texas  (14598),  with .  $  74,492,000 

and  The  Texas  Bank  &  Trust  Company,  Sweetwater,  Texas,  with  .  41,071,000 

merged  July  27,  1989,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  .  N/A 


GROOS  BANK,  NATIONAL  ASSOCIATION, 

San  Antonio,  Texas,  and  San  Pedro  State  Bank,  San  Antonio,  Texas 

Names  of  institutions  and  type  of  transaction  Total  assets 

Groos  Bank,  National  Association,  San  Antonio,  Texas  (10148),  with  .  $  218,760,000 

and  San  Pedro  State  Bank,  San  Antonio.  Texas,  with .  118,907,000 

merged  July  28,  1989,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  .  336,667,000 


UNION  NATIONAL  BANK  OF  TEXAS,  AUSTIN,  TEXAS, 

Austin,  Texas,  and  Brushy  Creek  National  Bank,  Austin,  Texas 

Names  of  institutions  and  type  of  transaction  Total  assets 

Union  National  Bank  of  Texas,  Austin,  Texas  (21889),  with .  $  28,581,000 

and  Brushy  Creek  National  Bank,  Austin,  Texas  (18598),  with  .  12,346,000 

merged  July  28,  1989,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  .  N/A 


THE  FIRST  NATIONAL  BANK  OF  CHESTERHILL, 

Chesterhill,  Ohio,  and  The  First  National  Bank  of  Caldwell,  Calwell,  Ohio 

Names  of  institutions  and  type  of  transaction  Total  assets 

The  First  National  Bank  of  Chesterhill,  Chesterhill,  Ohio  (5552),  with  .  $  12,164,000 

and  The  First  National  Bank  of  Caldwell,  Calwell,  Ohio  (13844),  with  .  30,869,000 

merged  July  31 , 1 989,  under  charter  of  the  former  and  title  'The  First  National  Bank  of  Southeastern  Ohio.”  The  merged  bank  at 

date  of  merger  had  .  43,033,000 


FIRST  NATIONAL  BANK  OF  WOODFORD  COUNTY, 

Metamora,  Illinois,  and  Farmers  State  Bank  of  Benson,  Benson,  Illinois 

Names  of  institutions  and  type  of  transaction  Total  assets 

First  National  Bank  of  Woodford  County,  Metamora,  Illinois  (14469),  with  .  $  56,617,000 

and  Farmers  State  Bank  of  Benson,  Benson,  Illinois,  with  .  26,793,000 

merged  July  31,  1989,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  .  82,585,000 


WELLS  FARGO  BANK,  NATIONAL  ASSOCIATION, 

San  Francisco,  California,  and  Bank  of  Paradise,  Paradise,  California 


Names  of  institutions  and  type  of  transaction  Total  assets 


Wells  Fargo  Bank,  National  Association,  San  Francisco,  California  (1741),  with .  $43,600,000,000 

and  Bank  of  Paradise,  Paradise,  California,  with  .  59,800.000 

merged  July  31,  1989,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  .  43,700,000 


COMPTROLLER'S  DECISION 

On  May  8,  1989,  application  was  made  to  the  Office  of 
the  Comptroller  of  the  Currency  for  prior  authorization 
to  merge  Bank  of  Paradise,  Paradise,  California  (Para¬ 
dise)  with  and  into  Wells  Fargo  Bank,  National  Associa¬ 
tion,  San  Francisco,  California  (Wells  Fargo).  This  ap¬ 
plication  is  based  on  an  agreement  finalized  by  the 
proponents  on  May  18,  1989. 

As  of  March  31 , 1989,  Paradise,  an  independent  bank, 
had  total  deposits  of  $53  million  and  operated  two 
offices.  As  of  the  same  date,  Wells  Fargo  had  total 
deposits  of  $34  billion  and  operated  448  offices.  Wells 
Fargo  is  a  wholly  owned  subsidiary  of  Wells  Fargo  and 
Company. 

California  has  one  of  the  largest  and  most  active  thrift 
industries  in  the  nation.  Moreover,  the  state  legislature 
has  expanded  the  powers  of  savings  and  loan  associa¬ 
tions,  in  recent  years,  to  the  point  where  they  have  the 
ability  to  compete  fully  with  commercial  banks.  There¬ 
fore,  they  are  considered  direct  competitors  of  com¬ 
mercial  banks  and  included  in  the  competitive  analysis 
which  follows. 

The  relevant  geographic  market  for  this  proposal  is  the 
area  including  and  immediately  surrounding  the  towns 
of  Chico  and  Paradise.  This  is  the  area  where  Paradise 
derives  the  bulk  of  its  business  and  operates  all  of  its 
offices.  Wells  Fargo  operates  two  branches  in  the  area. 
Within  this  market,  eight  commercial  banks  and  eight 
savings  and  loan  associations  operate  34  offices  and 
hold  total  deposits  of  $1 . 1  billion.  Wells  Fargo  is  ranked 
third  in  the  market  with  a  share  of  1 1  percent.  Paradise 
is  ranked  10th  in  the  market  with  a  share  of  4  percent. 
Consummation  of  this  proposal  will  result  in  Wells 
Fargo  becoming  the  second  largest  competitor  in  the 
market  with  a  share  of  15  percent.  Although  one  com¬ 
petitor  will  be  eliminated  from  the  relevant  market, 
ample  competition  will  be  provided  by  seven  com¬ 


mercial  banks  and  eight  savings  and  loan  associa¬ 
tions,  including  several  of  the  largest  financial  insti¬ 
tutions  in  the  state.  Accordingly,  consummation  of  this 
proposal  will  not  have  a  significantly  adverse  effect  on 
competition  in  the  relevant  market. 

The  Bank  Merger  Act  requires  this  Office  to  consider 
“.  .  .  the  financial  and  managerial  resources  and  future 
prospects  of  the  existing  and  proposed  institutions, 
and  the  convenience  and  needs  of  the  communities  to 
be  served."  Wells  Fargo  has  the  financial  and  mana¬ 
gerial  resources  to  absorb  Paradise  without  adversely 
affecting  its  overall  condition.  The  future  prospects  of 
the  bank  are  favorable,  as  are  the  effects  of  the  pro¬ 
posal  on  the  convenience  and  needs  of  the  general 
public  to  be  served. 

A  review  of  the  record  of  this  application  and  other 
information  available  to  this  Office  as  a  result  of  its 
regulatory  responsibilities  revealed  no  evidence  that 
the  applicants’  records  of  helping  to  meet  the  credit 
needs  of  their  communities,  including  low  and  mod¬ 
erate  income  neighborhoods,  are  less  than  satis¬ 
factory. 

We  have  reviewed  this  proposal  pursuant  to  the  Bank 
Merger  Act,  1 2  U.S.C.  1 828(c),  and  find  that  it  does  not 
significantly  lessen  competition  in  the  relevant  market. 
Other  factors  considered  in  evaluating  this  proposal 
are  satisfactory.  Accordingly,  the  application  is 
approved. 

June  28,  1989 

SUMMARY  OF  REPORT  BY  ATTORNEY  GENERAL 

We  have  reviewed  this  proposed  transaction  and  con¬ 
clude  that  it  would  not  have  a  significantly  adverse 
effect  on  competition 
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THE  FROST  NATIONAL  BANK  OF  SAN  ANTONIO, 

San  Antonio,  Texas,  and  University  National  Bank,  San  Antonio,  Texas 


Names  of  institutions  and  type  of  transaction 

Total  assets 

The  Frost  National  Bank  of  San  Antonio,  San  Antonio,  Texas  (5179),  with  . 

and  University  National  Bank,  San  Antonio,  Texas  (16649),  with  . 

merged  August  3,  1989,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had 

.  $  2,513,685,000 
22,985,000 
N/A 

*  *  * 

FIRST  NATIONAL  BANK  OF  KIRKSVILLE, 

Kirksville,  Missouri,  and  Commerce  Bank  of  Kirksville,  National  Association,  Kirksville,  Missouri 

Names  of  institutions  and  type  of  transaction 

Total  assets 

First  National  Bank  of  Kirksville,  Kirksville,  Missouri  (5107),  with  . 

and  Commerce  Bank  of  Kirksville,  National  Association,  Kirksville,  Missouri  (8276),  with  . 

merged  August  4,  1989,  under  charter  and  title  of  the  former  The  merged  bank  at  date  of  merger  had 

.  $  64,077,000 

45,374,000 
112,523,000 

COMPTROLLER'S  DECISION 

On  February  17,  1989,  application  was  made  to  the 
Office  of  the  Comptroller  of  the  Currency,  pursuant  to 
the  Bank  Merger  Act,  12  U.S.C.  1828(c),  for  prior  au¬ 
thorization  for  First  National  Bank  of  Kirksville,  Kirks- 
ville,  Missouri  (FNB),  to  purchase  certain  assets  and 
assume  certain  liabilities  of  Commerce  Bank  of  Kirks¬ 
ville,  National  Association,  Kirksville,  Missouri  (Com¬ 
merce).  This  application  was  based  on  an  agreement 
finalized  between  the  proponents  on  December  15, 
1988. 

FNB,  a  wholly  owned  subsidiary  of  Dickinson  Financial 
Corporation,  had  total  assets  of  $64  million,  total  de¬ 
posits  of  $58  million,  and  operated  one  branch  in 
Kirksville,  one  in  Milan  (Sullivan  County),  and  one  in 
Browning  (Sullivan  County)  as  of  December  31 ,  1988. 
As  of  the  same  date,  Commerce,  a  wholly  owned 
subsidiary  of  Commerce  Bancshares,  Inc.,  had  total 
assets  of  $49  million,  total  deposits  of  $45  million  and 
operated  one  office  in  Kirksville. 

The  relevant  geographic  market  for  this  proposal  is  the 
city  of  Kirksville  and  the  immediately  surrounding  area 
including  the  city  of  LaPlata  on  the  Adair-Macon 
County  line.  This  is  the  area  where  Commerce  operates 
and  derives  the  bulk  of  its  deposits.  Based  on  the 
services  offered  by  both  commercial  banks  and  thrift 
institutions,  we  have  found  that  thrift  institutions  are 
direct  competitors  in  this  market.  Therefore,  thrift  de¬ 
posits  are  given  full  weight  for  this  analysis. 

There  are  five  commercial  banks  and  two  savings  and 
loan  associations  with  nine  offices  competing  in  the 
relevant  market  FNB  is  the  third  largest  competitor  with 
a  1 3  percent  share  of  the  market  and  Commerce  is  the 
fourth  largest  competitor  with  an  1 1  percent  share  of 
the  market  Consummation  of  this  proposal  will  result  in 
FNB  becoming  the  second  largest  competitor  with  a  24 
percent  market  share  Six  competitors  will  remain  in  the 


market,  including  a  statewide  savings  and  loan  with 
assets  in  excess  of  $3  billion.  Based  on  the  number  of 
competitors  who  will  remain  in  the  market,  con¬ 
summation  of  this  proposal  will  not  have  a  significantly 
adverse  effect  on  competition. 

The  Bank  Merger  Act  requires  this  Office  to  consider 
“.  .  .  the  financial  and  managerial  resources  and  future 
prospects  of  the  existing  and  proposed  institutions  and 
the  convenience  and  needs  of  the  community  to  be 
served."  We  find  that  the  financial  and  managerial 
resources  of  both  banks  do  not  raise  concerns  that 
would  cause  the  application  to  be  disapproved.  The 
future  prospects  of  the  proponents,  individually  and 
combined,  are  considered  satisfactory  and  the  re¬ 
sulting  bank  is  expected  to  meet  the  convenience  and 
needs  of  the  community  to  be  served. 

A  review  of  the  record  of  this  application  and  other 
information  available  to  this  Office  as  a  result  of  its 
regulatory  responsibilities  revealed  no  evidence  that 
the  applicants’  records  of  helping  to  meet  the  credit 
needs  of  their  communities,  including  low  and  mod¬ 
erate  income  neighborhoods,  are  less  than  satis¬ 
factory. 

We  have  analyzed  this  proposal  pursuant  to  the  Bank 
Merger  Act,  12  U.S.C.  1828(c),  and  find  that  it  will  not 
significantly  lessen  competition  in  the  relevant  market 
Other  factors  considered  in  evaluating  this  proposal 
are  satisfactory.  Accordingly,  the  application  is  ap¬ 
proved,  subject  to  the  condition  noted  in  a  separate 
communication  to  FNB. 

June  30,  1989 

SUMMARY  OF  REPORT  BY  ATTORNEY  GENERAL 

We  have  reviewed  this  proposed  transaction  and  con¬ 
clude  that  it  would  not  have  a  significantly  adverse 
effect  on  competition. 

*  *  * 


PEOPLES  NATIONAL  BANK, 

Monument,  Colorado,  and  Buena  Vista  Savings  &  Industrial  Bank,  Buena  Vista,  Colorado 

Names  of  institutions  and  type  of  transaction  Total  assets 

Peoples  National  Bank,  Monument,  Colorado  (21717),  with .  $  22,237,000 

and  Buena  Vista  Savings  &  Industrial  Bank,  Buena  Vista,  Colorado,  with  .  2,850,000 

merged  August  8,  1989,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  23,788,000 


THE  CITIZENS  AND  SOUTHERN  NATIONAL  BANK  OF  FLORIDA, 

Fort  Lauderdale,  Florida,  and  Liberty  Federal  Savings  and  Loan,  Port  Richey,  Florida 

Names  of  institutions  and  type  of  transaction  Total  assets 

The  Citizens  and  Southern  National  Bank  of  Florida,  Fort  Lauderdale,  Florida  (14376),  with  .  $  5,841,994,000 

and  Liberty  Federal  Savings  and  Loan,  Port  Richey,  Florida,  with  .  N/A 

merged  August  1 1,  1989,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had . 


SHAWMUT  BANK,  NATIONAL  ASSOCIATION, 

Boston,  Massachusetts,  and  First  Bristol  County  National  Bank,  Taunton,  Massachusetts 

Names  of  institutions  and  type  of  transaction  Total  assets 

Shawmut  Bank,  National  Association,  Boston,  Massachusetts  (15509),  with  .  $  8,902,890,000 

and  First  Bristol  County  National  Bank,  Taunton,  Massachusetts  (2232),  with .  422,244,000 

merged  August  11,  1989,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  9,304,135,000 


FIRST  CITY,  TEXAS-BEAUMONT,  NATIONAL  ASSOCIATION, 

Beaumont,  Texas,  and  First  State  Bank,  Liberty,  Texas 

Names  of  institutions  and  type  of  transaction  Total  assets 

First  City,  Texas-Beaumont,  National  Association,  Beaumont,  Texas  (4017),  with  .  $  647,252,000 

and  First  State  Bank,  Liberty,  Texas,  with  .  69,902,000 

merged  August  17,  1989,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  N/A 


FIRST  NATIONAL  BANK  OF  TEMPLE, 

Temple,  Texas,  and  Citizens  National  Bank  of  Killeen,  Killeen,  Texas 

Names  of  institutions  and  type  of  transaction  Total  assets 

First  National  Bank  of  Temple,  Temple,  Texas  (13778),  with .  $  165,062,000 

and  Citizens  National  Bank  of  killeen,  Killeen,  Texas  (17082),  with  .  38,348,000 

merged  August  17,  1989,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  N/A 


BANK  IV  COFFEYVILLE,  NATIONAL  ASSOCIATION, 

Coffeyville,  Kansas,  and  First  Federal  Savings  &  Loan  Association,  Coffeyville,  Kansas 

Names  of  institutions  and  type  of  transaction  Total  assets 

BANK  IV  Coffeyville,  National  Association,  Coffeyville,  Kansas  (3324),  with  .  $  107,850,000 

and  First  Federal  Savings  &  Loan  Association,  Coffeyville,  Kansas,  with  .  N  A 

merged  August  18,  1989,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had . 


BANK  OF  NEW  ENGLAND-NORTH,  NATIONAL  ASSOCIATION, 

Lowell,  Massachusetts,  and  Bank  of  New  England-Essex,  Peabody,  Massachusetts 

Names  of  institutions  and  type  of  transaction  Total  assets 

Bank  of  New  England-North,  National  Association,  Lowell,  Massachusetts  (6077),  with  .  $  1,327.939,000 

and  Bank  of  New  England-Essex.  Peabody,  Massachusetts,  with  .  624,909,000 

merged  August  18,  1989,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  1,879,083.000 
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HIBERNIA  NATIONAL  BANK, 

New  Orleans,  Louisiana,  and  Evangeline  Federal  Savings  &  Loan,  Lafayette,  Louisiana 


Names  of  institutions  and  type  of  transaction  Total  assets 

Hibernia  National  Bank,  New  Orleans,  Louisiana  (13688),  with .  $  6,025,218,000 

and  Evangeline  Federal  Savings  &  Loan,  Lafayette,  Louisiana,  with  .  N/A 


merged  August  18.  1989,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had 


NCNB  TEXAS  NATIONAL  BANK, 

Dallas,  Texas,  and  Century  Savings  and  Loan  Association,  Baytown,  Texas 


Names  of  institutions  and  type  of  transaction  Total  assets 

NCNB  Texas  National  Bank,  Dallas,  Texas  (21834),  with .  $26,326,259,000 

and  Century  Savings  and  Loan  Association,  Baytown,  Texas,  with  .  N/A 


merged  August  18,  1989,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had 


FIRST  NATIONAL  BANK, 

Elkhart,  Indiana,  and  State  Bank  of  Syracuse,  Syracuse,  Indiana 


Names  of  institutions  and  type  of  transaction  Total  assets 


First  National  Bank,  Elkhart,  Indiana  (206),  with  .  $  949,589,000 

and  State  Bank  of  Syracuse,  Syracuse,  Indiana,  with  .  71,633,000 

merged  August  1 9, 1 989,  under  charter  of  the  former  and  title  “Ameritrust  National  Bank,  Michiana."  The  merged  bank  at  date  of 

merger  had  .  1,017,557,000 


COLONIAL  NATIONAL  BANK, 

Fort  Worth,  Texas,  and  Park  Central  Bank,  National  Association,  Fort  Worth,  Texas 


Names  of  institutions  and  type  of  transaction  Total  assets 


Colonial  National  Bank,  Fort  Worth,  Texas  (18382),  with  .  $  19,381,000 

and  Park  Central  Bank,  National  Association,  Fort  Worth,  Texas  (18640),  with .  17,302,000 

merged  August  24,  1989,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  N/A 


FIRST  NATIONAL  BANK  OF  JACKSONVILLE, 

Jacksonville,  Texas,  and  Troup  Bank  &  Trust  Company,  Troup,  Texas 


Names  of  institutions  and  type  of  transaction  Total  assets 


First  National  Bank  of  Jacksonville,  Jacksonville,  Texas  (5581),  with .  $  89,459,000 

and  Troup  Bank  &  Trust  Company,  Troup,  Texas,  with .  26,590,000 

merged  August  24,  1989,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  N/A 


FIRST  NATIONAL  BANK  SOUTH, 

Grand  Forks,  North  Dakota,  and  The  Dakota  Bank,  Grand  Fork,  North  Dakota 


Names  of  institutions  and  type  of  transaction  Total  assets 

First  National  Bank  South,  Grand  Forks,  North  Dakota  (22074),  with  . $  N/A 

and  The  Dakota  Bank,  Grand  Fork,  North  Dakota,  with  .  28,020,000 


merged  August  24,  1989,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had 


THE  FROST  NATIONAL  BANK  OF  SAN  ANTONIO, 

San  Antonio,  Texas,  and  Summit  Bank,  San  Antonio,  Texas 


Names  of  institutions  and  type  of  transaction  Total  assets 

The  Frost  National  Bank  of  San  Antonio,  San  Antonio,  Texas  (5179),  with  .  $  2,513,685,000 

and  Summit  Bank,  San  Antonio,  Texas,  with .  20,399,000 


merged  August  24  1989,  under  charter  and  title  of  the  former  The  merged  bank  at  date  of  merger  had 
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HIBERNIA  NATIONAL  BANK  IN  TEXAS, 

Pflugerville,  Texas,  and  First  State  Bank,  Pflugerville,  Texas 


Names  of  institutions  and  type  of  transaction  Total  assets 

Hibernia  National  Bank  in  Texas,  Pflugerville,  Texas  (22070),  with  . $  NA 

and  First  State  Bank,  Pflugerville,  Texas,  with  .  31.415,000 


merged  August  24,  1989,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had 


OLYMPIC  NATIONAL  BANK, 

Los  Angeles,  California,  and  City  Savings  &  Loan  Association,  Westlake  Village,  California 


Names  of  institutions  and  type  of  transaction  Total  assets 

Olympic  National  Bank,  Los  Angeles,  California  (17821),  with .  $  72,676.000 

and  City  Savings  &  Loan  Association,  Westlake  Village,  California,  with .  N  A 


merged  August  28,  1989,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had 


THE  SEYMOUR  NATIONAL  BANK, 

Seymour,  Indiana,  and  The  First  National  Bank  of  North  Vernon,  North  Vernon,  Indiana 

Names  of  institutions  and  type  of  transaction 

Total  assets 

The  Seymour  National  Bank,  Seymour,  Indiana  (4652),  with  . 

and  The  First  National  Bank  of  North  Vernon,  North  Vernon,  Indiana  (4678),  with 

merged  August  28,  1989,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  . 

.  $  76,713,000 

.  64,311,000 

141,024,000 

COMPTROLLER'S  DECISION 

On  May  24, 1 989,  application  was  made  to  the  Office  of 
the  Comptroller  of  the  Currency  for  prior  authorization 
to  merge  The  Seymour  National  Bank,  Seymour,  Indi¬ 
ana  (Seymour  National)  with  and  into  The  First  National 
Bank  of  North  Vernon,  North  Vernon,  Indiana  (First 
National).  This  application  is  based  on  an  agreement 
finalized  between  the  proponents  on  June  12,  1989. 

As  of  March  31,  1989,  Seymour  National  held  total 
deposits  of  $68  million  and  operated  three  branches. 
As  of  the  same  date,  First  National  held  total  deposits  of 
$58  billion  and  operated  three  branches.  Seymour 
National  is  wholly  owned  by  Merchants  National  Cor¬ 
poration,  a  $5.2  billion  multibank  holding  company, 
which  controlled  16  banks  in  Indiana  as  of  December 
31,  1988.  First  National  is  wholly  owned  by  North  Ver¬ 
non  1st  Financial  Corporation,  a  one  bank  holding 
company. 

The  relevant  geographic  market  for  this  proposal  is  the 
area  including  and  immediately  surrounding  Seymour 
This  is  the  area  where  Seymour  National,  the  bank  to  be 
acquired,  derives  the  bulk  of  its  business  and  operates 
all  of  its  offices.  Five  banks  and  two  savings  and  loan 
associations  compete  in  the  market  with  Seymour  Na¬ 
tional  ranking  fourth  in  the  market  with  a  17  percent 
share  of  total  deposits.  First  National  operates  one 
branch  in  the  relevant  market  and  ranks  seventh  with  a 
1  percent  share  of  total  deposits.  The  resulting  bank  will 
continue  to  rank  fourth  in  the  market  with  an  1 8  percent 
share  of  total  deposits.  Competition  will  be  provided  by 


four  banks  and  two  savings  and  loan  associations 
remaining  in  the  relevant  market.  Consequently,  con¬ 
summation  of  this  proposal  will  not  have  a  significantly 
adverse  effect  on  competition  in  the  relevant  market. 

The  Bank  Merger  Act  requires  this  Office  to  consider 
“.  .  .  the  financial  and  managerial  resources  and  future 
prospects  of  the  existing  and  proposed  institutions, 
and  the  convenience  and  needs  of  the  communities  to 
be  served.”  First  National  has  the  financial  and  mana¬ 
gerial  resources  to  absorb  Seymour  National  without 
adversely  affecting  its  overall  condition  The  future 
prospects  of  the  bank  are  favorable,  as  are  the  effects 
of  the  proposal  on  the  convenience  and  needs  of  the 
communities  to  be  served. 

A  review  of  the  record  of  this  application  and  other 
information  available  to  this  Office  as  a  result  of  its 
regulatory  responsibilities  revealed  no  evidence  that 
the  applicants’  records  of  helping  to  meet  the  credit 
needs  of  their  communities,  including  low  and  mod¬ 
erate  income  neighborhoods,  are  less  than  satis¬ 
factory. 

We  have  reviewed  this  proposal  pursuant  to  the  Bank 
Merger  Act.  12  U  S.C.  1828(c),  and  find  that  it  does  not 
significantly  lessen  competition  in  the  relevant  market 
Other  factors  considered  in  evaluating  this  proposal 
are  satisfactory.  Accordingly,  the  application  is 
approved. 


July  25,  1989 
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SUMMARY  OF  REPORT  BY  ATTORNEY  GENERAL  elude  that  it  would  not  have  a  significantly  adverse 

effect  on  competition. 

We  have  reviewed  this  proposed  transaction  and  con- 


UNITED  NATIONAL  BANK, 

Parkersburg,  West  Virginia,  and  The  First  National  Bank  of  Ripley,  Ripley,  West  Virginia 


Names  of  institutions  and  type  of  transaction  Total  assets 


United  National  Bank,  Parkersburg,  West  Virginia  (1427),  with  .  $  615  260  000 

and  The  First  National  Bank  of  Ripley,  Ripley,  West  Virginia  (10762),  with  . "  ’  65!668,000 

merged  August  28,  1989,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  677,156,000 


FIRST  NATIONAL  BANK  IN  MANKATO, 

Mankato,  Kansas,  and  The  Burr  Oak  State  Bank,  Burr  Oak,  Kansas 


Names  of  institutions  and  type  of  transaction  Total  assets 


First  National  Bank  in  Mankato,  Mankato,  Kansas  (6817),  with .  $  1 4  083  000 

and  The  Burr  Oak  State  Bank,  Burr  Oak,  Kansas,  with .  4!s38!ooo 

merged  August  31,  1989,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  N/A 


*  *  * 


THE  MIDWAY  NATIONAL  BANK  OF  ST.  PAUL, 

St.  Paul,  Minnesota,  and  Valley  National  Bank,  Apple  Valley,  Minnesota 


Names  of  institutions  and  type  of  transaction  Total  assets 


The  Midway  National  Bank  of  St.  Paul,  St.  Paul,  Minnesota  (13131),  with  .  $  287  051  000 

and  Valley  National  Bank,  Apple  Valley,  Minnesota  (21282),  with  .  37^31 2^000 

merged  August  31,  1989,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  311,750,000 


CENTERRE  BANK  OF  CAPE  GIRARDEAU,  NATIONAL  ASSOCIATION, 

Cape  Girardeau,  Missouri,  and  Boatmen’s  Bank  of  Cape  Girardeau,  Cape  Girardeau,  Missouri 


Names  of  institutions  and  type  of  transaction  Total  assets 

Centerre  Bank  of  Cape  Girardeau,  National  Association,  Cape  Girardeau,  Missouri  (4611),  with  .  $  120,492,000 

and  Boatmen's  Bank  of  Cape  Girardeau,  Cape  Girardeau,  Missouri,  with  .  179,555,000 


merged  September  1 ,  1 989,  under  charter  of  the  former  and  title  “Boatmen  s  National  Bank  of  Cape  Girardeau.”  The  merged 
bank  at  date  of  merger  had  . 


HIBERNIA  NATIONAL  BANK  IN  TEXAS, 

Pflugerville,  Texas,  and  Thousand  Oaks  National  Bank,  San  Antonio,  Texas 


Names  of  Institutions  and  type  of  transaction  Total  assets 

Hibernia  National  Bank  in  Texas,  Pflugerville,  Texas  (22070),  with  . $  n/A 

and  Thousand  Oaks  National  Bank,  San  Antonio,  Texas  (20019),  with .  33,652,000 


merged  September  7,  1989,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had 


COMMERCIAL  BANK,  NATIONAL  ASSOCIATION, 

Oklahoma  City,  Oklahoma,  and  Mercantile  Bank,  N.A.,  Moore,  Oklahoma 


Names  of  institutions  and  type  of  transaction  Total  assets 


Commercial  Bank,  National  Association,  Oklahoma  City,  Oklahoma  (17045),  with  .  $  32,484  000 

and  Mercantile  Bank,  N  A  ,  Moore,  Oklahoma  (16796),  with  .  19!857,000 

merged  September  8,  1 989,  under  charter  of  the  former  and  title  “First  Fidelity  Bank,  National  Association."  The  merged  bank  at 

date  of  merger  had  . .  50,680,000 
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FIRST  NATIONAL  BANK  OF  COMMERCE, 

New  Orleans,  Louisiana,  and  Elmwood  Federal  Savings  and  Loan,  Harahan,  Louisiana _ 

Names  of  institutions  and  type  of  transaction  Total  assets 

First  National  Bank  of  Commerce,  New  Orleans,  Louisiana  (13689),  with  .  $  2,722,613,000 

and  Elmwood  Federal  Savings  and  Loan,  Harahan,  Louisiana,  with 

merged  September  8,  1989,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  . . 


NCNB  TEXAS  NATIONAL  BANK, 

Dallas,  Texas,  and  American  Federal  Savings  Bank,  Austin,  Texas _ 

Names  of  institutions  and  type  of  transaction  Total  assets 

NCNB  Texas  National  Bank,  Dallas,  Texas  (21834),  with .  $26,326,259,000 

and  American  Federal  Savings  Bank,  Austin,  Texas,  with  .  N/A 

merged  September  8,  1989,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  . . 

*  *  * 

SOCIETY  NATIONAL  BANK, 

Cleveland,  Ohio,  and  Society  Bank  of  Eastern  Ohio,  National  Association,  Canton,  Ohio _ 

Names  of  institutions  and  type  of  transaction  Total  assets 

Society  National  Bank,  Cleveland,  Ohio  (14761),  with .  $  6,086,826,000 

and  Society  Bank  of  Eastern  Ohio,  National  Association,  Canton,  Ohio  (43),  with  .  1,399,785,000 

merged  September  8,  1989,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  .  7,408,771,000 


WHITNEY  NATIONAL  BANK, 

New  Orleans,  Louisiana,  and  Enterprise  Federal  Savings  and  Loan,  Marrero,  Louisiana _ 

Names  of  institutions  and  type  of  transaction  Total  assets 

Whitney  National  Bank,  New  Orleans,  Louisiana  (14977),  with  .  $  2,551,100,000 

and  Enterprise  Federal  Savings  and  Loan,  Marrero,  Louisiana,  with  .  N/A 

merged  September  8,  1989,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  .  N/A 


BEDFORD  NATIONAL  BANK, 

Bedford,  Texas,  and  Prairie  State  Bank,  Grand  Prairie,  Texas _ _ 

Names  of  institutions  and  type  of  transaction  Total  assets 

Bedford  National  Bank,  Bedford,  Texas  (17429),  with  .  $  24,181,000 

and  Prairie  State  Bank,  Grand  Prairie,  Texas,  with  .  18,300,000 

merged  September  14,  1989,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  . . N/A 


FIRST  CITY,  TEXAS-SAN  ANTONIO,  N.A., 

San  Antonio,  Texas,  and  Medcentre  Bank,  N.A.,  San  Antonio,  Texas _ _ 

Names  of  institutions  and  type  of  transaction  Total  assets 

First  City,  Texas-San  Antonio,  N.A.,  San  Antonio,  Texas  (17941),  with .  $  315,145,000 

and  Medcentre  Bank,  N. A.,  San  Antonio,  Texas  (18341),  with  .  31,400,000 

merged  September  14,  1989,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  . . NJ\ 
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THE  FIRST  NATIONAL  BANK  AND  TRUST  COMPANY  OF  NORTH  PLATTE, 

North  Pla—  Nebraska,  and  Nile  Valley  Federal  Savings  and  Loan  Association,  Scottsbluff,  Nebraska 


_ _  Names  of  institutions  and  type  of  transaction 

Inrt  N,i«tva?i«°np  Ind  TrUSt  Company  of  North  P|atte,  North  Platte,  Nebraska  (3496),  with  ~  $ 

and  Nile  Valley  Federal  Savings  and  Loan  Association,  Scottsbluff,  Nebraska  with  .  * 

merged  September  15,  1989.  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had . 


Total  assets 


86,344,000 

N/A 


THE  FIRST  NATIONAL  BANK  OF  ATLANTA, 

Atlanta,  Georgia,  and  First  Bank  and  Trust  Company,  Fayetteville,  Georgia 

_ _ _ Names  of  institutions  and  type  of  transaction 

The  First  National  Bank  of  Atlanta,  Atlanta,  Georgia  (1559),  with  . 

and  First  Bank  and  Trust  Company,  Fayetteville,  Georgia,  with 

merged  September  15,  1989,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had 


Total  assets 


$  7,953,632,000 
37,267,000 
7,996,233,000 


HIBERNIA  NATIONAL  BANK, 

New  Orleans,  Louisiana,  and  First  Savings  of  Louisiana,  F.S.A.,  La  Place,  Louisiana 


Names  of  institutions  and  type  of  transaction 

Hibernia  National  Bank,  New  Orleans,  Louisiana  (13688)  with  1“ 

and  First  Savings  of  Louisiana,  FSA,  La  Place,  Louisiana,  with .  $ 

merged  September  15,  1989,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  .' 


6,025,218,000 

N/A 


HIBERNIA  NATIONAL  BANK  IN  TEXAS, 

Phlugerville,  Texas,  and  Humble  Savings  &  Loan  Association,  Humble,  Texas 


Names  of  institutions  and  type  of  transaction 


Hibernia  National  Bank  in  Texas,  Phlugerville,  Texas  (22070)  with  "  T" 

and  Humble  Savings  &  Loan  Association,  Humble,  Texas,  with  . 5 

merged  September  15,  1989,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had 


Total  assets 


N/A 

N/A 


MARQUETTE  BANK  MINNEAPOLIS,  NATIONAL  ASSOCIATION, 

MinneapoHs  and  Marquette  Bank  Columbia  Heights,  Columbia  Heights,  Minnesota,  and  Marquette  Bank 

University,  National  Association,  Minneapolis,  Minnesota,  and  Marquette  Bank  Lake,  Minneapolis  Minnesota 

Names  of  institutions  and  type  of  transaction 

Total  assets 

Ma|^ette  aank  Minneapolis,  National  Association.  Minneapolis.  Minnesota  (11861)  with 

and  Marquette  Bank  Columbia  Heights,  Columbia  Heights,  Minnesota  with 

$  1,480,860,000 

Q7  r\n~7  nnn 

and  Marquette  Bank  University,  National  Association,  Minneapolis,  Minnesota  (14440)  with 
and  Marquette  Bank  Lake.  Minneapolis.  Minnesota  with 

O  !  ,UU  /  ,uuu 

58,798,000 

datePof  merger^had 1 5' 1 989’  tltl6  °f  Marquet,e  Bank  Minneapolis.  National  Association,  The  merged  bank  at 

4D,yoD,uu(j 

1,673,630,000 

NCNB  NATIONAL  BANK  OF  NORTH  CAROLINA, 

Charlotte,  North  Carolina,  and  Great  Atlantic  Savings  Bank,  F.S.B.,  Manteo,  North  Carolina 

_ _  Names  of  institutions  and  type  of  transaction 

NCNB  National  Bank  of  North  Carolina,  Charlotte,  North  Carolina  (13761),  with 
and  jreat  Atlantic  Savings  Bank.  F.S.B..  Manteo.  North  Carolina,  with 

merged  September  15,  1989.  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had 


Total  assets 

$18,897,983,000 

NA 
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FIRST  BANK,  NATIONAL  ASSOCIATION, 

Minneapolis,  Minnesota,  and  First  Bank  Cottage  Grove,  National  Assocition,  Cottage  Grove,  Minnesota 

Names  of  institutions  and  type  of  transaction  Total  assets 

First  Bank,  National  Association,  Minneapolis,  Minnesota  (710),  with  .  $17,866,000,000 

and  First  Bank  Cottage  Grove,  National  Assocition,  Cottage  Grove,  Minnesota  (15779),  with  .  32,000,000 

merged  September  16,  1989,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  .  17,898,000,000 


FIRST  CITY,  TEXAS-TYLER,  N.A., 

Tyler,  Texas,  and  Rose  Capital  Bank,  Tyler,  Texas _ _ _ 

Names  of  institutions  and  type  of  transaction  Total  assets 

First  City,  Texas-Tyler,  N.A.,  Tyler,  Texas  (5343),  with  .  $  276,936,000 

and  Rose  Capital  Bank,  Tyler,  Texas,  with  .  68,838,000 

merged  September  21,  1989,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  . . NTA 


THE  GARDEN  NATIONAL  BANK  OF  GARDEN  CITY, 

Garden  City,  Kansas,  and  Colonial  Savings  Association  of  America,  Liberal,  Kansas _ 

Names  of  institutions  and  type  of  transaction  Total  assets 

The  Garden  National  Bank  of  Garden  City,  Garden  City,  Kansas  (13990),  with  .  S  111,293,000 

and  Colonial  Savings  Association  of  America,  Liberal,  Kansas,  with  .  N/A 

merged  September  21,  1989,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  . . 


THE  FIRST  NATIONAL  BANK  OF  COMMERCE, 

Commerce,  Georgia,  and  Habersham  Federal  Savings  and  Loan  Association,  Cornelia,  Georgia _ 

Names  of  institutions  and  type  of  transaction  Total  assets 

The  First  National  Bank  of  Commerce,  Commerce,  Georgia  (7431),  with .  $  67,493,000 

and  Habersham  Federal  Savings  and  Loan  Association,  Cornelia,  Georgia,  with  .  N/A 

merged  September  22,  1989,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  . . 


FIRST  SECURITY  BANK  OF  UTAH,  NATIONAL  ASSOCIATION, 

Ogden,  Utah,  and  Davis  County  Bank,  Farmington,  Utah _ 

Names  of  institutions  and  type  of  transaction  Total  assets 

First  Security  Bank  of  Utah,  National  Association,  Ogden,  Utah  (2597),  with .  $  3,018,663,000 

and  Davis  County  Bank,  Farmington,  Utah,  with .  30,442,000 

merged  September  22,  1989,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  .  3,046,354,000 


NCNB  TEXAS  NATIONAL  BANK, 

Dallas,  Texas,  and  First  Capital  Savings  Association  of  Texas,  Houston,  Texas _ 

Names  of  institutions  and  type  of  transaction  Total  assets 

NCNB  Texas  National  Bank,  Dallas,  Texas  (21834),  with .  $26,326,259,000 

and  First  Capital  Savings  Association  of  Texas,  Houston,  Texas,  with  .  N  A 

merged  September  22,  1989,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  . . 
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NCNB  TEXAS  NATIONAL  BANK. 

Dallas,  Texas,  and  Village  Savings  Bank,  F.S.B.,  Houston,  Texas 

Names  of  institutions  and  type  of  transaction 

NCNB  Texas  National  Bank,  Dallas,  Texas  (21834),  with . 

and  Village  Savings  Bank,  F  S  B.,  Houston,  Texas,  with  . 

merged  September  22,  1989.  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had 


Total  assets 

$26,326,259,000 

N/A 


FIRST  NATIONAL  BANK  IN  MORRILL, 

Morrill,  Nebraska,  and  The  Farmers  State  Bank,  Lyman,  Nebraska 


- - - - - - % - - - 

Names  of  institutions  and  type  of  transaction 

Total  assets 

First  National  Bank  in  Morrill,  Morrill,  Nebraska  (12625)  with 

and  The  Farmers  State  Bank,  Lyman.  Nebraska,  with  ...  c’qqo’,w, 

merged  September  23,  1989,  under  charter  and  title  of  the  former.  The  merqed  bank  at  date  of  meroer  had 

.  N/A 

SECURITY  PACIFIC  BANK,  NATIONAL  ASSOCIATION, 

Scottsdale,  Arizona,  and  National  Bank  of  Arizona,  Scottsdale,  Arizona 


Names  of  institutions  and  type  of  transaction 

Total  assets 

Security  Pacific  Bank,  National  Association,  Scottsdale,  Arizona  (22106)  with 

and  National  Bank  of  Arizona,  Scottsdale,  Arizona  (17960),  with  . . .  nnm'nnn’nnn 

merged  September  24,  1989,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had 

.  1 4,000,000^000 

SECURITY  PACIFIC  NATIONAL  BANK, 

Los  Angeles,  California,  and  Southwest  Bank,  Vista,  California 


w  '  .  '  '  *  wwm.  wi  i  iiv-* 

Names  of  institutions  and  type  of  transaction 

Total  assets 

Security  Pacific  National  Bank,  Los  Angeles,  California  (2491)  with 

and  Southwest  Bank,  Vista,  California,  with .  ’nnn’nnn 

merged  September  28,  1989,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had 

.  49,300!000,000 

INB  NATIONAL  BANK, 

Indianapolis,  Indiana,  and  The  Citizens  National  Bank  of  Bedford,  Bedford,  Indiana 


- - : - -  - —  .  — ,  v.,  '"u'unu 

Names  of  institutions  and  type  of  transaction 

Total  assets 

INB  National  Bank,  Indianapolis,  Indiana  (984),  with  .  t 

and  The  Citizens  National  Bank  of  Bedford,  Bedford,  Indiana  (5173)  with 

merged  September  29,  1989,  under  charter  and  title  of  the  former.  The  merqed  bank  at  date  of  merqer  had 

.  4,803,747,000 

THE  NATIONAL  BANK  AND  TRUST  COMPANY  OF  NORWICH, 

Norwich,  New  York,  and  Hayes  National  Bank,  Clinton,  New  York,  and  The  Fulton  County  National  Bank  and  Trust 
Company,  Gloversville,  New  York,  and  The  First  National  Bank  of  Hancock,  Hancock,  New  York,  and  The  Bank  of 
Lake  Placid,  Lake  Placid,  New  York 

_  Names  of  institutions  and  type  of  transaction  Total  assets 

The  National  Bank  and  Trust  Company  of  Norwich,  Norwich,  New  York  (1354),  with 

and  Hayes  National  Bank,  Clinton,  New  York  (10295),  with . 

and  The  Fulton  County  National  Bank  and  Trust  Company,  Gloversville,  New  York  (3312),  with 
and  The  First  National  Bank  of  Hancock,  Hancock,  New  York  (8613),  with 
and  The  Bank  of  Lake  Placid,  Lake  Placid,  New  York,  with 

merged  September  29,  1 989,  under  charter  1 354  and  title  "The  National  Bank  and  T rust  Company."  The  merqed  bank  at  date  of 
merger  had  . 


500,940,000 

98,381,000 

98,464,000 

30,908,000 

61,895,000 

791,633,000 
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THE  FIRST  NATIONAL  BANK  OF  HAYES  CENTER, 

Hayes  Center,  Nebraska,  and  American  State  Bank,  McCook,  Nebraska 

Names  of  institutions  and  type  of  transaction  Total  assets 

The  First  National  Bank  of  Hayes  Center,  Hayes  Center,  Nebraska  (8031),  with  .  $  15,835,000 

and  American  State  Bank,  McCook,  Nebraska,  with  .  14,332,000 

merged  September  30, 1 989,  under  charter  of  the  former  and  title  "AmFirst  Bank,  National  Association"  in  McCook.  The  merged 

bank  at  date  of  merger  had  . . . 30,1 19,000 
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Assets,  liabilities  and  capital  accounts  of  national  banks,  June  30,  1988,  and  June  30,  1989 

(Dollar  amounts  in  millions) 


June  30,  1988 
4,458  banks 

June  30.  1989 
4.263  banks 

Change  June  30,  1 988 — 
June  30,  1989 

Fully  consolidated 

Consolidated 
foreign  and 
domestic 

Consolidated 
foreign  and 
domestic 

Amount 

Percent 

Assets 

Cash  and  balances  due  from  depository  institutions: 

Noninterest-bearing  balances  and  currency  and  coin . 

$  116,620 

$  124,915 

$  8,296 

7  1 

Interest-bearing  balances  . 

80,450 

74,630 

(5,820) 

-7  2 

Securities . 

271,063 

284,044 

12,981 

4  8 

Federal  funds  sold  and  securities  purchased  under  agreements 
to  resell  . 

80,888 

77,456 

(3,431) 

-4  2 

Loans  and  leases,  net  of  unearned  income 

1,149,143 

1,218,936 

69,792 

6  1 

Less  allowance  for  loan  and  lease  losses  . 

32,239 

28,488 

(3,751) 

-11.6 

Less  allocated  transfer  risk  reserve  . 

90 

93 

3 

3.1 

Net  loans  and  leases  . 

1,116,815 

1,190,356 

73,541 

66 

Premises  and  fixed  assets . 

26,848 

27,399 

551 

2.1 

Other  real  estate  owned . 

7,330 

7,494 

163 

2.2 

All  other  assets . 

96,962 

107,395 

10,433 

108 

Total  assets . 

1,796,976 

1,893,674 

96,698 

5.4 

Liabilities 

Deposits: 

Noninterest-bearing  deposits  in  domestic  offices . 

267,177 

264,679 

(2,498) 

-0.9 

Interest-bearing  deposits  in  domestic  offices  . 

891,429 

970,300 

78,871 

8.8 

Total  domestic  deposits . 

1,158,606 

1,234,979 

76,373 

66 

Total  foreign  deposits . 

198,809 

195,005 

(3.804) 

-1.9 

Total  deposits . 

1,357,415 

1,429,984 

72,569 

5.3 

Federal  funds  purchased  and  securities  sold  under  agreements 

to  repurchase . 

168,509 

170,381 

1,873 

11 

Demand  notes  issued  to  the  U  S  Treasury  . 

22,151 

21,168 

(983) 

-4  4 

Other  borrowed  money . 

70,143 

75,439 

5,295 

75 

Subordinated  notes  and  debentures . 

9,621 

10,104 

483 

50 

All  other  liabilities  . 

66,372 

72,761 

6,388 

9.6 

Total  liabilities . 

1,694,21 1 

1,779,836 

85,625 

5.1 

Limited-life  preferred  stock  . 

68 

79 

11 

162 

Equity  capital 

Perpetual  preferred  stock . 

858 

800 

(58) 

-6  8 

Common  stock . 

16,821 

16,530 

(291) 

-1.7 

Surplus . 

38,282 

40,146 

1,864 

49 

Net  undivided  profits  and  capital  reserves  . 

47,071 

56,705 

9,634 

205 

Cumulative  foreign  currency  translation  agreements . 

(342) 

(416) 

(73) 

21  4 

Total  equity  capital  . 

102,690 

113,765 

11,076 

108 

Total  liabilities,  limited-life  preferred  stock,  and  equity  capital 

1,796,976 

1,893,674 

96.698 

5.4 
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Assets,  liabilities  and  capital  accounts  of  national  banks,  by  states,  June  30,  1989 

(Dollar  amounts  in  millions) 
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Assets,  liabilities  and  capital  accounts  of  national  banks,  by  states,  June  30,  1989 

(Dollar  amounts  in  millions)  —  continued 
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‘Banks  with  assets  of  less  than  $100  million  report  this  item  only  in  their  December  Report  of  Income 
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'Banks  with  assets  of  less  than  $100  million  report  this  item  only  In  their  December  Report  of  Income 


income  and  expenses  of  foreign  and  domestic  offices  and  subsidiaries  of  national  banks,  June  30,  1989 
 (Dollar  amounts  in  millions) 


Interest  income 

Interest  and  fee  income  on  loans 

Income  from  lease  financing  receivables 

Interest  income  on  balances  due  from  depository  institutions 

Interest  and  dividend  income  on  securities 

Interest  income  from  assets  held  in  trading  accounts 

Interest  income  from  federal  funds  sold  and  securities  purchased  under  agreements 
to  resell . 

Total  interest  income 

Interest  expense 
Interest  on  deposits 

Expense  of  federal  funds  purchased  and  securities  sold  under  agreements  to 
repurchase 

Interest  on  demand  notes  issued  to  the  U  S  Treasury  and  on  other  borrowed  money 
Interest  on  mortgage  indebtedness  and  obligations  under  capitalized  leases 
Interest  on  notes  and  debentures  subordinated  to  deposits 

Total  interest  expense 

Net  interest  income 
Provision  for  loan  and  lease  losses 

Provision  for  allocated  transfer  risk . 

Noninterest  income 
Service  charges  on  deposit  accounts 
Other  noninterest  income 


Total  noninterest  income 


Gains  and  losses  on  securities  not  held  in  trading  accounts 
Noninterest  expense. 

Salaries  and  employee  benefits  . 

Expenses  of  premises  and  fixed  assets  (net  of  rental  income) 

Other  noninterest  expense 

Total  noninterest  expense 

Income  (loss)  before  income  taxes  and  extraordinary  items  and  other  adjustments 
Applicable  income  taxes 

Income  before  extraordinary  items  and  other  adjustments 
Extraordinary  items  and  other  adjustments,  net  of  taxes 
Net  income . 

Total  cash  dividends  declared* . 


Recoveries  credited  to  allowance  for  possible  loan  losses 
Losses  charged  to  allowance  for  possible  loan  losses 

Net  loan  losses  . 


4,263  banks 


Consolidated 

foreign  and 

Percent 

domestic 

distribution 

$71,448 

76.1 

1,337 

1  4 

4,389 

4  7 

11,914 

12.7 

1,049 

1.1 

3,769 

4,0 

93,907 

100  0 

45,258 

74  8 

8,099 

13  4 

6,644 

110 

76 

0.1 

469 

0.8 

60,545 

100  0 

33,361 

5,108 

5 

3,047 

199 

12,280 

80.1 

15,327 

1000 

126 

14,394 

44  8 

4,924 

153 

12,813 

399 

32,131 

1000 

11,571 

3,496 

8,075 

264 

8,339 

3,710 

1,390 

7,075 

5,684 

'Banks  with  assets  of  less  than  $100  million  report  this  item  only  in  their  December  Report  of  Income. 
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Deposits  of  national  banks,  by  states,  June  30,  1989 

(Dollar  amounts  in  millions) 


Domestic  offices 

Total 

deposits 

at 

foreign 

offices 

Total 

consolidated 

deposits 

Total 
demand 
deposits  at 
domestic 
offices 

All 

NOW 

accounts 

Money 

market 

deposit 

accounts 

Large 

time 

deposits 

All  other 
deposits 
at  domestic 
offices 

All  national  banks  . 

$259,134 

$106,942 

$200,404 

$235,761 

$432,738 

$195,005 

$1,429,984 

Alabama  . 

2,131 

1,008 

2,221 

1,878 

4,971 

164 

12,373 

Alaska  . 

787 

130 

372 

506 

885 

1 

2,680 

Arizona . 

3,086 

1,370 

3,236 

1,429 

5,734 

0 

14,856 

Arkansas  . 

1,517 

1,220 

1,161 

1,088 

3,566 

0 

8,552 

California  . 

34,065 

12,731 

25,845 

21,899 

39,703 

29,205 

163,448 

Colorado  . 

3,867 

1,964 

3,099 

2,629 

4,531 

231 

16,321 

Connecticut . 

4,045 

1,230 

2,659 

1,790 

6,227 

401 

16,353 

Delaware . 

260 

47 

1,591 

4,729 

712 

73 

7,413 

District  of  Columbia 

2,747 

1,210 

3,223 

2,845 

2,384 

2,580 

14,989 

Florida  . 

14,049 

7,927 

14,021 

12,413 

25,343 

1,227 

74,979 

Georgia  . 

6,742 

2,437 

5,282 

4,441 

8,783 

523 

28,207 

Hawaii  . 

55 

29 

20 

43 

73 

0 

221 

Idaho  . 

769 

536 

844 

418 

2,125 

0 

4,692 

Illinois . 

13,706 

4,490 

7,869 

20,389 

21,304 

22,097 

89,855 

Indiana . 

4,570 

2,682 

3,030 

3,340 

10,630 

198 

24,450 

Iowa  . 

1,581 

1,002 

1,014 

530 

4,203 

0 

8,331 

Kansas  . 

1,590 

1,106 

1,522 

1,461 

3,857 

0 

9,538 

Kentucky  . 

2,223 

1,379 

1,069 

1,770 

5,246 

282 

1 1 ,969 

Louisiana . 

3,646 

1,339 

3,228 

3,981 

5,888 

426 

18,509 

Maine  . 

7,543 

2,051 

8,851 

7,029 

8,456 

7,557 

41,486 

Maryland  . 

3,936 

1,115 

3,091 

2,844 

6,563 

639 

18.188 

Massachusetts  . 

468 

302 

624 

328 

1,480 

0 

3,202 

Michigan  . 

7,493 

2,109 

5,666 

6,610 

15,054 

2,560 

39,491 

Minnesota  . 

4,946 

2,367 

3,324 

6,574 

8,723 

779 

26,714 

Mississippi  . 

1,366 

795 

1,059 

1,268 

3.236 

0 

7,724 

Missouri  . 

5,047 

2,290 

3,378 

3,510 

7.443 

55 

21,723 

Montana . 

490 

411 

510 

275 

1,413 

0 

3.060 

Nebraska . 

1,469 

1,121 

980 

822 

4,277 

0 

8,669 

Nevada  . 

1,025 

436 

791 

603 

1,098 

0 

3,953 

New  Hampshire . 

504 

436 

383 

518 

1,280 

0 

3,120 

New  Jersey . 

1 1 ,809 

4,167 

7,915 

7,394 

21,263 

170 

52,718 

New  Mexico  . 

836 

738 

786 

866 

1,892 

0 

5,117 

New  York . 

33,501 

7,530 

24,371 

28,913 

34,064 

108,713 

237,093 

North  Carolina 

6,281 

2,694 

4,964 

9,455 

11,934 

1,651 

36,978 

North  Dakota  . 

325 

410 

275 

222 

1,352 

0 

2.583 

Ohio  . 

10,637 

5,264 

7,984 

9,489 

26,809 

1,601 

61,784 

Oklahoma 

2,557 

1,532 

1,746 

1,876 

5,126 

46 

12,883 

Oregon . 

2,420 

1,552 

1,788 

1,260 

4,742 

0 

11,762 

Pennsylvania . 

13,973 

4,992 

1 1 ,922 

14,862 

27,032 

8,498 

81,279 

Puerto  Rico  . 

10 

4 

0 

35 

37 

0 

87 

Rhode  Island  . 

1,125 

452 

1,196 

2,500 

3,344 

1,035 

9,652 

South  Carolina 

2,003 

1,471 

2,037 

1,100 

3,622 

0 

10,234 

South  Dakota 

502 

411 

511 

1,586 

2,839 

0 

5.849 

Tennessee  . 

3,408 

1,588 

2,537 

2,610 

8,518 

138 

18,799 

Texas  . 

19,536 

9,564 

1 1 ,908 

25,542 

32,636 

3,345 

102,532 

Utah  . 

979 

608 

793 

538 

2,193 

74 

5.185 

Vermont . 

251 

181 

266 

244 

962 

0 

1,905 

Virginia . 

3,640 

2,062 

2,143 

3,771 

8,663 

177 

20,458 

Washington . 

5,570 

2,291 

4,384 

2,900 

8,839 

495 

24.478 

West  Virginia 

1,071 

782 

734 

727 

4.857 

0 

8,172 

Wisconsin  . 

2,702 

1.108 

1,895 

1.666 

6,162 

63 

13,596 

Wyoming  . 

272 

272 

284 

283 

663 

0 

1,774 
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Loans  of  national  banks,  by  states,  June  30,  1989 


(Dollar  amounts  in  millions) 


Total 

loans, 

gross 

Domestic  offices 

Loans 

secured 

by 

real 

estate 

Loans 

to 

farmers 

Commercial 

and 

industrial 

loans 

Personal 

loans 

to 

individuals 

Other 

loans 

Total 

loans 

at 

foreign 

offices 

All  national  banks 

$1 ,228,814 

$416,478 

$13,785 

$318,488 

$113,793 

$225,436 

$140,835 

Alabama 

9,722 

3,705 

50 

3,037 

692 

2,238 

0 

Alaska 

1,326 

451 

3 

547 

43 

281 

1 

Arizona 

12,094 

3,996 

431 

3,165 

102 

4,400 

0 

Arkansas 

5,366 

2,436 

197 

1,280 

1,016 

435 

0 

California 

153,955 

60,603 

2,015 

31,236 

3,579 

28,142 

28,380 

Colorado 

1 1  237 

4,313 

493 

2,902 

2,297 

1,227 

4 

Connecticut 

15,710 

8,342 

36 

4,273 

149 

2,901 

9 

Delaware 

19,154 

870 

1 

535 

15,333 

2,414 

0 

District  of  Columbia 

12,352 

5.608 

0 

3,442 

67 

2,551 

684 

Florida 

60,352 

30,570 

119 

11,207 

6.138 

12,213 

104 

Georgia 

24,316 

8,803 

76 

6,869 

2,222 

6,200 

146 

Hawaii  . 

145 

85 

0 

45 

12 

3 

0 

Idaho  . 

4,060 

1,018 

400 

1,018 

1,155 

469 

0 

Illinois  . .  . 

68,859 

16,905 

788 

25,106 

5,396 

12,392 

8,271 

Indiana . 

19,559 

7,142 

277 

4,983 

3,575 

3,472 

110 

Iowa  . 

5,502 

1,841 

495 

1,349 

1,423 

393 

0 

Kansas  . 

5,652 

1,955 

697 

1,494 

1,172 

334 

0 

Kentucky  . 

9,821 

3,182 

117 

3,042 

1,281 

2,170 

28 

Louisiana 

13,125 

4,833 

77 

4,031 

1,235 

2,557 

392 

Maine . 

2,994 

1,737 

11 

678 

466 

102 

0 

Maryland . 

17,263 

7,329 

30 

4,144 

2,083 

3,347 

332 

Massachusetts  . 

45,367 

16,197 

12 

15,728 

1,134 

7,584 

4,712 

Michigan 

29,203 

9,938 

110 

10,241 

1,653 

5,921 

1,340 

Minnesota  .  . 

23,958 

5,897 

467 

9,853 

1,642 

5,459 

639 

Mississippi  . 

5,287 

2,119 

67 

1,334 

754 

1,014 

0 

Missouri  . 

16,770 

6,964 

250 

4,484 

1,861 

3,201 

10 

Montana . 

1,799 

476 

221 

498 

514 

91 

0 

Nebraska 

5,617 

1,308 

984 

1,245 

1,630 

450 

0 

Nevada 

8,759 

1,025 

16 

855 

6,733 

129 

0 

New  Hampshire 

2,906 

1,458 

0 

829 

535 

84 

0 

New  Jersey . 

46,560 

22,066 

10 

13,866 

3,793 

6,616 

208 

New  Mexico  . 

3,529 

1,731 

102 

819 

737 

140 

0 

New  York 

213,903 

51,542 

336 

35,981 

4,963 

31,401 

89,679 

North  Carolina 

35,287 

14,601 

210 

10,915 

795 

8,351 

415 

North  Dakota  . 

1,580 

511 

225 

383 

383 

78 

0 

Ohio  . 

52,523 

16,267 

311 

16,090 

6,635 

13,060 

160 

Oklahoma 

6.906 

2,847 

515 

1,863 

829 

852 

0 

Oregon 

10,235 

2,849 

234 

4,105 

17 

3,029 

0 

Pennsylvania . 

68,433 

19,495 

116 

23,383 

5,137 

16,644 

3,657 

Puerto  Rico 

61 

9 

0 

26 

25 

0 

0 

Rhode  Island 

9,028 

3,520 

1 

3,155 

186 

2,124 

42 

South  Carolina 

9.035 

3,610 

60 

2,498 

1,274 

1,593 

0 

South  Dakota 

13,568 

544 

297 

1,297 

11,247 

183 

0 

Tennessee 

14,977 

5,846 

49 

4,013 

1,336 

3,733 

0 

Texas  . 

66,134 

23,370 

1,478 

24,051 

5,297 

10,686 

1,252 

Utah 

4,249 

1,613 

83 

1,174 

106 

1,273 

0 

Vermont 

1,716 

1,078 

19 

360 

219 

41 

0 

Virginia 

18,274 

7,914 

116 

4,292 

1,578 

4,364 

11 

Washington 

23.241 

8.732 

849 

6,124 

640 

6,696 

199 

West  Virginia 

5.347 

2,580 

11 

978 

1,536 

242 

0 

Wisconsin 

11,187 

4,379 

213 

3,432 

987 

2,129 

48 

Wyoming 

811 

267 

107 

233 

180 

24 

0 
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Outstanding  balances,  credit  cards  and  related  plans  of  national  banks,  June  30,  1989 


(Dollar  amounts  in  thousands) 


Total 

number  of 
national 
banks 

Credit  cards  and  other 
related  credit  plans 

Number  of 
national  banks 

Outstanding 

volume 

All  national  banks . 

4,263 

2,322 

$78,905,035 

Alabama  . 

51 

16 

282,753 

Alaska . 

3 

2 

50  089 

Arizona . 

15 

15 

773  452 

Arkansas  . 

84 

14 

109  342 

California  . 

159 

144 

10,993,886 

Colorado . 

251 

220 

1,086,120 

Connecticut  . 

18 

9 

542,666 

Delaware  . 

15 

15 

16  885,227 

District  of  Columbia  . 

24 

20 

152,084 

Florida . 

165 

86 

2,589,610 

Georgia . 

59 

40 

2,235,734 

Hawaii  . 

3 

1 

2,923 

Idaho . 

7 

7 

108,767 

Illinois  . 

359 

182 

294,576 

Indiana . 

95 

79 

894.725 

103 

57 

410,220 

Kansas  . 

164 

44 

247,317 

Kentucky . 

83 

38 

179,495 

Louisiana  . 

54 

24 

521,377 

Maine  . 

40 

30 

1,034,456 

Maryland  . 

26 

19 

2,076,926 

Massachusetts  . 

7 

7 

84,497 

Michigan 

81 

57 

1,401,227 

Minnesota  . 

162 

115 

817,019 

Mississippi  . 

27 

10 

108.238 

Missouri  . 

93 

53 

326,819 

Montana . 

56 

32 

52.693 

Nebraska . 

112 

50 

863,814 

Nevada  . 

7 

6 

6,134,233 

New  Hampshire  . 

16 

11 

66,962 

New  Jersey  . 

58 

44 

764,676 

New  Mexico . 

41 

14 

178,885 

New  York . 

100 

68 

3.804,830 

North  Carolina . 

16 

14 

929.084 

North  Dakota . 

29 

14 

80,500 

136 

105 

3.920.926 

Oklahoma . 

183 

66 

43,499 

Oregon  . 

7 

6 

689.398 

Pennsylvania  . 

164 

82 

751,996 

Puerto  Rico  . 

1 

1 

7,867 

Rhode  Island . 

5 

4 

303,834 

South  Carolina . 

28 

22 

334,866 

South  Dakota . 

24 

11 

10,466,913 

Tennessee 

50 

26 

676,141 

Texas  . 

753 

240 

482,123 

Utah  . 

6 

4 

181,655 

Vermont  . 

12 

4 

39,121 

Virginia . 

53 

25 

1 ,146,299 

Washington 

27 

14 

2,025,309 

West  Virginia  . 

90 

29 

88.882 

Wisconsin . 

109 

100 

580,413 

Wyoming . 

32 

26 

8,571 

103 


National  banks  engaged  in  lease  financing,  June  30,  1989 


(Dollar  amounts  in  thousands) 


Total  number 
of  national 
banks 

Number  of  banks 
engaged  in  lease 
financing 

Amounts  of  lease 
financing  at 
domestic  offices 

All  national  banks 

4.263 

961 

$21,860,951 

Alabama 

51 

5 

68,695 

Alaska 

3 

1 

17,752 

Arizona 

15 

4 

351,246 

Arkansas 

84 

19 

13,473 

California 

159 

50 

4.072,165 

Colorado 

251 

79 

137,094 

Connecticut 

18 

2 

202 

Delaware 

15 

2 

80,554 

District  of  Columbia 

24 

5 

39,539 

Florida 

165 

25 

344,511 

Georgia 

59 

10 

473,135 

Hawaii  . 

3 

1 

1,896 

Idaho  . .  . 

7 

3 

81,357 

Illinois  . 

359 

88 

76,688 

Indiana 

95 

46 

385,694 

Iowa  . 

103 

15 

8,575 

Kansas  . 

164 

35 

33,334 

Kentucky . 

83 

24 

181,065 

Louisiana 

54 

11 

25,875 

Maine 

40 

15 

2,831,805 

Maryland  . 

26 

6 

508,139 

Massachusetts 

7 

2 

4,462 

Michigan . 

81 

20 

392,178 

Minnesota 

162 

69 

258,026 

Mississippi  . 

27 

3 

2,563 

Missouri  . 

93 

20 

181,782 

Montana . 

56 

9 

893 

Nebraska . 

112 

27 

67,233 

Nevada 

7 

2 

5,841 

New  Hampshire 

16 

4 

8,674 

New  Jersey  . 

58 

15 

313,034 

New  Mexico . 

41 

13 

15,636 

New  York 

100 

19 

4,014,665 

North  Carolina  . 

16 

6 

1,033,532 

North  Dakota . 

29 

13 

9,224 

Ohio . 

136 

62 

1,450,831 

Oklahoma 

183 

38 

10,266 

Oregon  . 

7 

3 

264,341 

Pennsylvania 

164 

33 

1,785,070 

Puerto  Rico  . 

1 

0 

0 

Rhode  Island  . 

5 

2 

1 .029,91 9 

South  Carolina . 

28 

6 

75,183 

South  Dakota 

24 

8 

4,293 

Tennessee  . 

50 

15 

143,951 

Texas  . 

753 

59 

390,124 

Utah . 

6 

5 

115,598 

Vermont  . 

12 

1 

1,553 

Virginia  . 

53 

6 

117,813 

Washington  . 

27 

8 

260,167 

West  Virginia  . 

90 

6 

2,525 

Wisconsin 

109 

38 

167,807 

Wyoming 

32 

3 

973 
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Consolidated  foreign  and  domestic  loans  and  leases  past  due  at  national  banks,  by  states,  June  30,  1989 

(Dollar  amounts  in  millions) 


Number 

of 

banks 

Type  of  loan 

Real  estate 

Commercial  and 
industrial1 

Personal2 

Leases 

Other 

loans3 

Total 

loans 

To  non-U  S 
addresses 

All  national  banks . 

4,262 

$10,045  6 

$7,264  1 

$7,236  3 

$287  773 

$2,0804 

$26,914  7 

$954  36 

Alabama  . 

51 

57.2 

34  0 

61.6 

0  003 

2.3 

155  1 

000 

Alaska . 

3 

27.0 

24  0 

1.9 

0  292 

5.6 

58  7 

000 

Arizona  . 

15 

1903 

68.1 

603 

6297 

17  0 

341.9 

0.71 

Arkansas  . 

84 

656 

40.5 

24.3 

0  039 

08 

131.2 

0  00 

California  . 

159 

1,216.0 

1,206  2 

547.1 

25  660 

573  1 

3,568  0 

312  65 

Colorado  . 

251 

103.1 

139.1 

71.2 

1.315 

4.2 

3189 

0  00 

Connecticut . 

18 

371.3 

181.5 

91.2 

0  000 

32  5 

6765 

0  00 

Delaware  . 

15 

15.2 

4.7 

649  9 

0.788 

0.2 

670  7 

0  00 

District  of  Columbia  . 

24 

224  4 

77.9 

15.5 

0  328 

30.1 

348  2 

1.20 

Florida  . 

165 

509  4 

173.5 

2764 

6  763 

17  3 

983  3 

2.73 

Georgia  . 

59 

121.4 

1364 

173  2 

12  667 

13.7 

457  4 

1.21 

Hawaii . 

3 

1.0 

0.4 

0.2 

0000 

0.0 

1.6 

0  00 

Idaho  . 

7 

19  4 

14.6 

19  9 

0087 

1.5 

55  4 

0  00 

Illinois  . 

358 

213.2 

320.7 

122.2 

1  262 

67.6 

725  6 

1.17 

Indiana  . 

95 

108.7 

92  0 

1303 

3  089 

11.4 

345  5 

0  00 

Iowa  . 

103 

239 

406 

56  4 

0  099 

1.5 

122  5 

000 

Kansas  . 

164 

27.4 

36.2 

19.9 

0  454 

0.2 

84  2 

000 

Kentucky  . 

83 

84  2 

69  0 

43  6 

1  085 

13.7 

211.5 

000 

Louisiana  . 

54 

162  0 

1005 

72  4 

0.394 

12  7 

348  0 

000 

Maine  . 

40 

459  9 

253  8 

197  2 

40  844 

13  9 

965  6 

46  46 

Maryland  . 

26 

52.9 

654 

136.7 

2.787 

9.6 

267.4 

1.06 

Massachusetts  . 

7 

50.1 

160 

14.4 

0067 

0.1 

80  7 

000 

Michigan  . 

81 

149.6 

178.0 

121.1 

4  407 

45.7 

498  9 

1.82 

Minnesota  . 

162 

156.8 

296  4 

789 

2  099 

43.7 

577  9 

000 

Mississippi . 

27 

490 

180 

39  7 

0  000 

2.5 

109.1 

000 

Missouri  . 

93 

106.9 

107.2 

62  0 

2  625 

7.6 

286  3 

0  00 

Montana . 

56 

14.5 

31.4 

8.4 

0349 

0.4 

55.1 

0  00 

Nebraska  . 

112 

17.8 

25  9 

306 

0365 

2.4 

76.9 

117 

Nevada  . 

7 

20.7 

14.6 

58  7 

0055 

1.3 

954 

000 

New  Hampshire  . 

16 

72.0 

30.7 

17.4 

0  000 

0.1 

120  2 

000 

New  Jersey  . 

58 

719  9 

335.6 

178  5 

6  126 

362 

1,276.4 

050 

New  Mexico  . 

41 

74  0 

54.2 

20  4 

0  211 

0.0 

148.9 

0.00 

New  York  . 

100 

1,736.1 

8439 

9759 

86920 

734.5 

4,377.3 

543  13 

North  Carolina . 

16 

178  4 

116.5 

98  9 

2  989 

29  3 

426.1 

0.40 

North  Dakota . 

29 

7.0 

17.2 

7.6 

0  000 

3.3 

35  0 

000 

Ohio  . 

136 

2220 

2084 

407  5 

17  861 

52  2 

907  9 

692 

Oklahoma  . 

183 

71.5 

55  2 

23.4 

0  000 

2.8 

152.9 

000 

Oregon  . 

7 

33  6 

39  8 

40.1 

0  850 

2.2 

116  6 

0  00 

Pennsylvania . 

164 

334  4 

296  0 

222  3 

21.704 

966 

971.0 

19  78 

Puerto  Rico  . 

1 

0.0 

10.4 

0  7 

0  000 

0.0 

11.1 

0.00 

Rhode  Island . 

5 

144  0 

51.6 

199 

21  197 

0.0 

236  8 

0  00 

South  Carolina 

28 

57.1 

40  8 

34  2 

2843 

3.0 

137  9 

0  04 

South  Dakota  . 

24 

5.1 

321  5 

1,349.9 

0  060 

100 

1,686  5 

000 

Tennessee  . 

50 

1289 

77.7 

94  0 

1  696 

2.5 

304  8 

0  03 

Texas  . 

753 

924.7 

633.5 

239  1 

3.058 

84.9 

1,885  2 

13  24 

Utah  . 

6 

34.4 

234 

24  8 

1.329 

2.4 

86  3 

000 

Vermont  . 

12 

13  5 

15.6 

64 

0  000 

0.5 

36  1 

000 

Virginia  . 

53 

331  6 

100.1 

990 

0  630 

23  2 

554  6 

0  00 

Washington  . 

27 

176  0 

64  8 

104  2 

1.939 

46.1 

393  0 

0  00 

West  Virginia . 

90 

785 

39  8 

47  9 

0  098 

0.0 

166  3 

0  00 

Wisconsin  . 

109 

78  6 

106  2 

34.1 

4  042 

18  1 

241  0 

0  15 

Wyoming  . 

32 

5.6 

14  4 

4.8 

0  000 

0.0 

24  9 

0  00 

Tor  banks  with  assets  of  less  than  $300  million,  this  category  captures  commercial  (time  and  demand)  and  all  other  loans 
Tor  banks  with  assets  of  less  than  $300  million,  this  category  captures  installment  loans  and  credit  cards  and  related  plans 
3Does  not  include  banks  with  assets  of  less  than  $300  million 
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Percent  of  total  loans  past  due,  by  asset  size  of  national  banks 


Less 

than 

$300M 

$300M 

to 

$1B 

$1B 

to 

$10B 

Over 

$10B 

All 

national 

banks 

Real  estate 

September  1988  . 

1.08 

081 

0  71 

0  73 

0  78 

December  1988 

1.07 

0  89 

0  73 

0  87 

085 

March  1989  . 

1.19 

1  00 

095 

115 

1  08 

June  1989 

1.07 

0  88 

0  77 

0  78 

082 

Commercial  and 
industrial’ 

September  1988  . 

1.06 

069 

049 

042 

055 

December  1988 

099 

0  59 

0  43 

042 

051 

March  1989  . 

1.21 

0  73 

063 

059 

0.69 

June  1989 

1.07 

067 

049 

053 

059 

Personal2 

September  1988  . 

0  55 

0  61 

063 

051 

056 

December  1988 

059 

0  66 

0  68 

057 

061 

March  1989  . 

054 

0  64 

064 

0  57 

059 

June  1989 

0.51 

0  68 

063 

0  57 

059 

Leases 

Septembei  1988  . 

001 

0  01 

0  03 

002 

002 

December  1988  . 

001 

0  01 

0.03 

002 

002 

March  1989  . 

001 

0.01 

003 

002 

002 

June  1989 

001 

0  01 

0.03 

003 

002 

Other  loans3 

September  1988  . 

N/A 

008 

0.10 

0.23 

0.14 

December  1988  . 

N/A 

0  08 

0  08 

0.15 

0.10 

March  1989  . 

N/A 

0  07 

0  13 

023 

0.16 

June  1989  . 

N/A 

006 

0  11 

0.27 

0  17 

Total  loans 

September  1988  . .  .  . 

2  69 

2  20 

1.97 

1.91 

2.05 

December  1988  . 

2  66 

2  23 

1.95 

2  03 

2  09 

March  1989  .  .  . 

2  96 

2  46 

2  38 

2.55 

2  54 

June  1989 

2  66 

2  29 

2.03 

2  17 

2.19 

'For  banks  with  assets  of  less  than  $300  million,  this  category  captures  commercial  (time  and  demand)  and  all  other  loans 
2For  banks  with  assets  of  less  than  $300  million,  this  category  captures  installment  loans  and  credit  cards  and  related  plans, 
3Data  not  available  for  banks  with  assets  of  less  than  $300  million 
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